


[ES COMMISSION
GF SOUTH DAKOTA

2R OF THE INVESTIGATION )
PORATION'S )
BECTION 271 (C)OF THE )
CATIONS ACT OF 1996 )

QWEST CORPORATION'S
REBUTTAL AFFIDAVIT
OF
MARIE E. SCHWARTZ
SECTION 272

APRIL 2, 2002

DOCKET TC 01-165




Docket No. TC 01-165

Qwest Communications Corporation
Affidavit of Marie E. Schwartz
Section 272

Page i, April 2, 2002

ILIATE SATISFIES THE SEPARATE AFFILIATE
OF SECTION 272(8) ..o 5

LATE COMPLIES WITH THE STRUCTURAL AND
AL RECQUIREMENTS OF SECTION 272(B) ...ovvvvvevieenes 8

wy Z72{0H5) ~ Transactions at Arm’s Length, in Writing,
i ?y&wmmtﬂam,w” ............................................................. 17

Laetion 27211 ~ Nondiscrimination Safeguards

on 2T - Compliance With Accounting Principles........... 22

APLIES WiTH SECTION 272(8) FULFILLMENT OF
WEBTS. e e 23




R
HE

REBUTTAL AFFIDAVIT
OF
MARIE E. SCHWARTZ

Section 272

sehwanrz. As stated in my initlal affidavit, my business

The-Mall, Floor 10, Omaha, Nebraska 68102, | am a
wty Avcounting at Qwest Corporation (*QC,” or “the BOC") and
wting QG's regulatory compliance with Section 272 of the

Azt of 1998 (the Act").

trmy rabuttal affidavit s to address issues raised by AT&T in its
52y 578, Tied on Mareh 18, 2002, No South Dakota parties have

ant o Beclion 272 Indeed, the Staff of the Cornmission has

1% notes in it testimony that it has had a dispute with QC over a bill
5 has nol besn resolved promptly.  Although listed as a Section
ot seem 10 relale in any way to any transaction between QC ‘and
¢ of W Tom Simmon, In the Matter of the Analysis into Qwest
witht Section 271(¢) of the Telecommunications Act of 1996, Docket
& 1510

iiffing an behall of the Staff of the Public Utilities Commission of
the Analysfs into Qwest Corporation's Compliance with Section
8 Act of 1996, Docket TCO1-165 (Mar. 18, 2002) at 122137
- hag urged that QC demonstrate that the overlap between
te parent is consistent with Section 272, | address this issue in




oo avy Sworn lastimony 0 South Dakota regarding Section

iy have been rejected. These decisions are

st contemplated in South Dakota is the

f ax othisr gtates and the evidence it has

s wirtually identical.

 thisir svidence on Section 272 in hearings

dadsen other states in QC's fourteen state

s tegarding Section 272, Every one of these

s Wisxigo,” Washington,” Colorado,” Montana,” and North

npts of these hearings relating to issues raised by
72-2%, MES-272-26, MES-272-27, and MES-272-

1 S Wast Communications, Inc., Denver, Colorado, filing
e} application with the FCC and request for the
with Section 271(c), Application No. C-1830 (Neb.
CMebraska Order’).

aianes, In the Matter of Qwest Corporation’s Section 271
ST esdura 1o Manage the Section 271 Process, Utility Case
b Heg Comm'n, Feb. 13, 2002) ("New Mexico Order"y.

der, Washington Commission Qrder Addressing Workshop Four
camiices, Gengral Terms and Conditions, Public Interest,
- of the nvestigation Into U S WEST Communications,
ke Talpcommunications Act of 1996, Docket No. UT-
g and Transportation Commission, (Washington Utils.
Washington Order') (this Order to be finalized after

Section 272, Public Interest, and Track A, In the Matter of
ymmunicalion, Inc.’s Compliance with § 271(c) of the
st Mo 971-1987, Decision Mo, R02-318-1 (Colorado Pub.
= AG-E 14 Colorado Ocder”).

wmiion mio [west Corporation’s Compliance with Section 271
- g s Docket Mo, D2000.5.70, (Montana Pub Serv. Comm'n
£ i tepott witl be finalized upon review of further comments).




s of Section 272, And all three of those orders that have
@l indepandent testing (in New Mexico, Washington

‘s further challenges to it

", Wi was appointed by seven of the states in QC's

ty and issue recommendations regarding the

273, found in September 2001 that “[tlhe record

A5 have et each of the separate affiliate requirements

£ of the Telecommunications Act of 1996." Neither AT&T nor
- Muftistate proceedings took any exception to the Facilitator's
The Azona Slaff has likewise ‘r\éczommended that the Arizona

i "Clwast meets the requirements of Section 272, and will

s service through an affiliate that is separate from the BOG,
& books and records in the manner prescribed by the FCC,
Grs. and employees,™!

itigs, ATAT argues that a recent Minnesota ALJ decision

on, nowever, is not effective until and unless the

Group § Issuss, U S West Communications Inc., Section 271
Wo PU 314-87-193 (North Dakota Pub. Serv. Comny'n, Feb. 27,
% rep0rt 10 be finalized after consideration of KPMG evaluation).
sues’ Genseral Terms and Conditions, Section 272, and Track A,
on o U § WEST Communications, Inc.'s Compliance with §271
- Act of 1998, Beven State Collaborative Section 271 Workshap,
or's Repon®),




B, ag described below, the Minnhesota ALJ

% 1t QO has fallad to comply with the FCC's

it and billing for transactions with its 272

# AL concluded that QC has demonstrated that
» Section 272(b)2).7 With respect to other
statad that Qwest had not yet met its burden of
g0 by laking recommended actions.” This

: nommission decisions set fdrt‘h above. |t
"5 interpratation of the statute “does not have a

A1 "t FOC may well reconsider that interpretation " in

sy of reviewing the Minnesota ALJ's

i fact already in place, some of these

rart whial thee FOOC has required of other BOCs that have

ras ade clear that a state commission may not

wio intrastate interl ATA services" with requirements

wehion 272 In the Matter of Qwest Corpoeration's
: w97-0238 (Arizona Corp. Commvn Nov, 14,
inghizad upon consideration of additional comments).

smrnendations, In the Matter of a Commission
Separate  Affiiate Requirements of the
ket No. 7.2500-14487-2 (Minnesota Pub.
oAt 37,



Foy e FCC.™ whiether or not the state commission has

As evidericed in my initial affidavit, the BOC
¢ requirement of Section 272(a).  As the Multistate

nvered evidence of the record | | | fully supports a

¢ of the corporate structure and ownership under

fren (30,7

Indeed, in other states, it has
y 27200 entitles QC to a fi inding of compliance

18, however, that QC - or, more accurately, its

sed Rulemaking, Implementation of the Non-
' of the Communications Act of 1934, as
. ’**Jz:rhi‘st:mun ling Safequards Order”). It is axtomat:c

4 &F 1f ;xy tBC}C, e*ntry into intrastate mterLATA services,

A 171 Compliance Investigation, Seven State
MRS T at 178 [lF you meet 272(8) . . . you




nd § 274.417

s of the scope of
s attorney agreed to this
ntte 272 0

By cases oiley by
irt b cases, by Ameritech

provision of interLATA

& question of whether
TA service could be read to

h tho

e BOCs marketed (but
\TA sgrvice.”' The calling
b involved similar analyses of

LATA service by

U third party's interexchange
& program involved the
van out-of-region data

i) had the data base

nvastgation, Seven

cert cenied, 528 UR

IS tong,

v W RGO



i gy 12 8 WEST #self - sO gualified where the data base was owned by a

<saes ivolvad nothing more than a dispute, not about Section 272, but

pe Of the term “trovide” as used in Section 271. They provide no

wing the BOC's commitment to compliance with Section 272. As the

stor recoghized, these cases do not contradict the fact that “Qwest

parate subsidiary obligation and stands ready to meet it," because ‘it is

+ that Owest only failed to use a separate subsidiary [in these instances] in

an balief that the services did not constitute in-region, InterLATA service."*

ware. in contrast, QC has initiated proceedings to obtain Section 271

% i eviery one of its 14 states, and in connection with those proceedings has

s (G0 85 a Section 272 affiliate to provide future interLATA service. This is

eviience relevant here: QC's demonstration of its satisfaction of the specific

(1

sents of Section 272 over the course of many years, its extensive system of

ssigned fo detect any nancompliance with those requirements, as well as the

fgther protections the FCC has recognized will be afforded by the biennial audit

e

As the Multistate Facilitator found, and as other state commissions have

s

iha cases cited by AT&T “are not predictive of future Qwest conduct that is

urm Dpinion and Order, Petition of U § WEST Communications, Inc. for a Declaratory
Zagnrding the Provision of National Directory Assistance; Petition of U S WEST
wations, inc. for Forbearance; The Use of N11 Codes and Other Abbreviated Dialing
nents, 14 FCC Red 16262 (1999).

sor s Report at 50,

Arizana Report f 88-92; Nebraska Order 7] 8, 24 Montana Report at 4-7. The Colorade
evesnnar aiso found these instances discussed by AT&T to be “ultimately irrelevant when it
L 1o geciding whether Qwest meets the separate subsidiary requirements of § 272(a),” and

.7 -



s ssmum of mesting the separate subsidiary requirements of § 272(a)."°

i staff has also endorsed the Multistate Facilitator’s finding that "QC

§ i sepacats ownership test of Section 272" and that the “three cases

P

#e not evidence to warrant drawing a conclusion of Section 272

512 AFPILIATE COMPLIES WITH THE STRUCTURAL AND
SACTIONAL REQUIREMENTS OF SECTION 272(b)

Saction 272(b)2) ~ Separate Books, Records, and Accounts

This provision requires the 272 Affiliate to maintain books, records, and

i 1k manner prescribed by the FCC and separate from the books, records

% of e BOC. Here, AT&T continues to present the same arguments that

wiected by every Commission report that has addressed this issue, as well

mentas ALS's recommendation.”

2 prirpary inguiry here - whether it will provide in-region, interLATA service through
e Colorade Order at ] D-6-7.

pnotty at 123-124.

- Cirder at Y] 26 (finding that QC “will comply with Section 272(b)(2)"); New Mexico
tinding QO to be in compliance with Section 272(b)(2)), Washington Order at § 241
“Craviit has implemented new procedures and controls that will assist it in coming
srpliance with the requirements of section 272" including the requirements of
y Grder at | E-14 (QC "has shown that it has satisfied the requirements of §
% bean diligent in sdentﬁymg errors and strengthening its internal controls),
st at §f 100 (recommending, in & report to be finalized upon consideration of further
s Arizona Commission find that QC "maintains its books, accounts, and records
 GAAPT and complies with Section 272); MN ALJ Decision at ] 37 (finding
;m matrated by a preponderance of the evidence that the Qwest BOC and the 272
ety waith Beotion 272(0)(2)").



T says that QC and QCC do not comply with this provision because of

o8

negs of the failure to follow accrual accounting and to timely book

Bignificantly, AT&T does not cite to any such transactions

averiay of Section 272 controls on the 272 affiliate, which as | noted in

4 was gompleted on March 26, 2001 As the Multistate Facilitator

ATET's focus on transactions initiated prior to QCC's ever becoming

Aate i March 2001 “strain[s] the plain language of federal law past the
¥ A5 ATET alsc now concedes, QC and QCC “undertook enormous

frangition period to account for its transactions between the BOC

e in the process of establishing QCC as its Section 272 Affiliate,

stances of untimely booking of transactions with QCC following the
EST marger. The steps that QC took during the three-month transition

s nawly designated Section 272 Affiliate into compliance with these

s Affidavit of Marie E. Schwartz, In the Matter of the Investigation into Qwest
Lmphiance with Section 271 at 7 ("Schwartz Aff.). AT&T suggests that QC.planned

= it new Beclion 272 affiliate as early as September 2000. AT&T Comments at 50

L gan 1 explore the possibility of changing its prior 272 affiliate shortly after

AE merger, it did not determine to use QCC until January 2001, The

A gt referred W by AT&T did not identify any particular entity as a possibie

ail from Apdrew Crain to 27 1superiist@psclist.state.mt.us (Sept. 15, 2000)

cess of developing a transition plan for another subsidiary to become: Section

w<t these efforts in my prior affidavit.  See Schwartz Affidavit at 6-7. They
somractual arrangements between the BOC and the 272 Affiliate, evaluating
PG gricing, ensuring posting, training employees about the 272 affiliate: rules,
r reguirements of Section 272 as soon as possible.



¥ und intention to comply with Section 272's
ated Bection 272 Affiliate.
wplemented by QC and QCC during the

sndent third-party testing which the Multistate

he effectivaness of the “substantial efforts” that
angition period." That testing was performed
d & raport on its results in November 2001.%
atiort was “limited in scope” and confined to
B August 2001 the Colorado Chairman has

an the KN

AG report as “disingenuous.”™ KPMG's
Fracommended by the Multistate Facilitator. It
tiong that he identified for validation, it addressed the
actad his determination that materiality was the
#s the New Mexico Commission recently concluded,

01's recommendation, "

#E by Ms. Brunsling and me summarizing. the &ctions
4 K declaration confirming that such actions had

0% partigipating in the multistate workshop. Copies of

Iibits MES-272.19 through MES-272-23.

3 KPMG report have agreed, See Washington Order
vpcting ATET's assertion that KPMG shouldhave
¢ ared stating that “KPMG did not review Qwest's
- 2T2M4Y. or 272(g), because the Multistate
Hraady has complied with those provisions.").




Ao with Section 272, The Washington Commission® and

* have since agreed with the New Mexico Commission that

%

an

tan gl he related corrective measures “show Qwest to be in

applicable accounting principles pursuant to section 272(b)(2).""

5T alsu alleges that "Qwest does not even concede that the KPMG
E specific instances in which Qwest was not in compliance with § 272"

et makes clear - and QC's submission of that report acknowledges --
el discrepancies in twelve transactions between QC and QCC.
e mpon does not support AT&T's claim that these isolated discrepancies
g of compliance with Section 272(b)(2).  All but one of them involved
@i prios 1o the transition to QCC as the new Section 272 affiliate, and
n tad an estimated net impact of only $3,000) involved discrepancies
o or QOG iself had detected the need for corrective action. They also

Hirmateg net financial detriment to QCC, so they did not implicate ‘either

ion or the cross-subsidization concerns identified by the FCC as

S
B

Shi
Yy

wenty gt 1

=11 -



Seetion 272.° And KPMG's subsequent review has confirmed that QC and
w i corrected each of these discrepancies.®

& The South Dakota Staff has agreed® with the Multistate Facilitator's

% it "perfection” should not be the relevant standard for judging compliance

5 ten 272, Such a standard could not be met in “in [AT&T's] own operations” or,

wr, "in the operations of any wholesale supplier.”® The FCC has also

 § it has made clear that determinations of Section 272 compliance should not
& t o "isolated instances” or on “past accounting compliance problems that
& o retitessed and corrected."” The FCC's test is not whether discrepancies

v s sisen but whether QC has controls in place that are “reasonably designed to

i, a8 wall as detect and correct” such discrepancies.®®

KFMG's report and subsequent declaration demonstrate that QC and

¥ sach controls, and have strengthened them. As set forth in my November

sdiim Opinion and Order, Joint Application by SBC Communications Inc., Southwéstern
ephong  Company, and Southwestern Bell Communications Services, Irc. -d/b/a
starn Helt Long Distance Pursuant to Section 271 of the Telecommunications: Act of
Provice In-Region, InterLATA Services in Arkansas and Missouri, 16 FCC Rcd 2071979
£33

&

S Extubit MES-272.23 (KPMG Jacobsen Declaration)
& Geitting Direct Testimony at 127,
Fagitators Report at 56
w Wiure  Gpinion  and  Order, Application  of BellSouth  Corporation,  BellSouth
wsrmioabons, Ine., and BellSouth Long Distance, Inc., for Provision of In-Region,
# WRIVIGES in Louisiana, 13 FCC Rcd 20599 1 340 (1998) (“BellSouth-Louisiana I}

Sassprandum Opinion and Order, Application by SBC Communications Inc., Southwestern -Bell
# Gompany, and Southwestern Bell Communications Services, Inc. d/b/a Southwestern
1 Bistance Pursuant to Section 271 of the Telecommunications Act of 1996 To Provide
1 InterL ATA Barvices in Texas, 15 FCC Red 18354 11398 (2000) ("SBC-Texas Order’)

“12-




.;g;;;ﬁié;

# ity designed to ensure that all inter-company transactions are accrued, billed,
& ted promptly and at correct prices: improved formal tracking mechanisms,
% oo with operational personnel and comparisons to databases to verify the
£ of those tracking mechanisms, additional training sessions with relevant
¥ op el additional supporting documentation to the FCC Regulatory Accounting
B fmgnt. and development of automated solutions. Contrary to AT&T's assertion

that “Bwse reforms have not been tested” KPMG's supplemental declaration has

g - and the New Mexico and Washington Commissions as well as the

ii wan of the Colorado Commission have agreed® -- that “the new controls and

il enhancements . . . implemented by Qwest appear to strengthen the overall

i A4 gnvironment with respect to Section 272 compliance and should minimize the

4 fypes of findings presented in the KPMG Report."’

B. Section 272(b)(3) - Separate Officers, Directors; 'and
Employees

Section 272(b)(3) requires the 272 Affiliate to have separate officers,

s, and employees from the BOC. AT&T claims that QC and QCC violate the

W

Hoe Exiibits MES-272-21 & MES-272-22.

Mew Mexico Order § 21. Washington Order fl241. Colorado Order f{IE 13-14,

iign of Philip A, Jacobsen, KPMG LLP (Dec. 14, 2001) at 23 (attached hereto as Exhibit
F2-23).

£l

-13 -



g of Sootion 272(b)(3) by (1) establishing "a revolving door atmosphere”?

& “frge flow of employees back and forth between the BOC and its §272

ipwing for the discriminatory sharing of confidential information between
4 smploysss and (3) permitting employee loans that it alleges are
y ary conlrols ™ These arguments are not factually supported and have

4 By the Mullistate Facilitator and by every Commission that has issued a

4 5 Sevtion 272 compliance.
& First, as the Multistate Facilitator noted® the statute prohibits only

#iug smployment by both QC and QCC, not transfers.® AT&T has conceded
L4 g testimony in other states.” The FCC's biennial audit will assess whether
% anil QG0 bave complied with their internal controls with respect to such transfers.
it @y svent, contrary to AT&T's allegations of wholesale employee transfer, the
G paviber of fransferred employees has been, in the Colorado Chairman’s words,
¥ Transfers have involved only approximately 149 employees moving
e BOC and the 272 affiliate, out of a total of approximately 42,000

- 38,000 BOC employees and now approximately 3,000 QCC employees.

- ihis svidence, the Multistate Facilitator concluded that this relatively small

rmnte gt 50,

T Shwviroents at 17

Cormenaals al 11 and 12,
s Report at 10
snting Safeguards Order §] 178,

5 Tr st 983, 7/0/01 Neb. Tr. at 253-54,

o Dirdder ot E-14.

- 14 -




wumber of ransfers "doles] not establish that Qwest is using transfers back and forth in
# vy intended to or actually causing a compromise of operational independence.”™®

AT&T next claims that this relatively small number of transfers between

» #ndg QU - or the sharing of services between them as permitted by the FCC's

v -« will result in the discriminatory provision of confidential information by QC to

In fact, there are significant controls in place designed to assure that

et ernployees, and those involved in the provision of shared services, comply
il the requirements of Section 272.
Employees of the BOC and the 272 affiliate are physically separated to

ine greatest extent practicable -- either in separate buildings, or separate floors, or with

diterent access points to the floor, The BOC and the 272 affiliate also provide each
mnployes with a color-coded badge so that others can identify the entity for which that

smployes works. In addition to these physical separation policies, the BOC and the 272

e have exiensive controls to prevent the sharing of confidential information. The

of Conduct governing the BOC, QCC, and all of their affiliates advises all

amplovess that there are requirements governing the relationships between affiliates

saulate “information flow between” these affiliates.”™ These provisions specifically

rater 1o Bection 272 and its ‘restrictions that apply to the interaction between Qwest

Latp, [the BOC) and Qwest Communications Corp [the 272 Affiliate].”?

aniitators Report at 60,

ATVET Commerds at 11

Fwest Code of Conduct (Jun, 30, 2000) at 21. A copy of the most recent version of this Code is
attached io this rebuttal affidavit as Exhibit MES-272-24.

£

-15-




Employees are also informed - in mandatory Section 272 training -- about

B nature of these requirements. The Code of Conduct further instructs that if they

1y Questions about them, they are to contact the Policy and Law or Regulatory

Agtounting Department, QCC's mandatory training expressly instructs its empleyees

bt they cannot receive any information except “through the same...processes as other

witgrschange carriers,™ BOC employees are similarly informed expressly that the
BLIT "must provide the goods, services, facilities, and information it provides to QCC to
skt fong distance carriers at the same rates, terms, and conditions.” In addition, 272
LompHance training is conducted as new employees join the 272 affiliate, the BOC, or
any of s other affiliates.

Employees of both the BOC and the 272 affiliate are also made aware that

fadure to follow these policies will have serious consequences. They are annually

reguired 1o review the Code of Conduct and sign a statement confirming that they will
Gumply with it The training and Code of Conduct emphasize that violations of these
palicies or guidelines will not be tolerated. Employees who violate these policies or
juidelines are subject to disciplinary action up to and including termination of
aingloyment.  Under the policies in place at the BOC and the 272, there can be no
nappropriate sharing of information with the Section 272 in any context.

AT&T has also raised an issue concerning the possibility of loans of

ioyees from QC to QCC.*™ There have in fact been no such loans. However, the

Hiucting Business After Long Distance Re-Entry, Section 272 Compliance,” Exhibit MES-272-
- I8 the Schwartz Aff. at 10,

ATLY Commeants at 12,

-16-




N

10

11
12

14
15
16
17
18
18

BOC and 272 affiliate have until recently had policies specifying that employees cannot
be loaned for more than four months out of any 12-month period, and that any service
provided by loaned employees would be posted to the Internet and made publicly
available to other carriers under nondiscriminatory rates, terms, and conditions. As the
Multistate Facilitator recognized, loaned employee arrangements occurring within the
context of such controls would not violate Section 272(b)(3). Rather, such limitations on
the loaning of employees ‘represent [} a good-faith effort...acceptable for present
purposes,” given the availability of the biennial review.” In any event, QC and QCC
have recently implemented a written policy that now prohibits any loans of employees
between them.

The South Dakota Staff endorses the Facilitator's finding that there is no
evidence of “simultaneous employment” between QC and its 272 affiliate,” but noted
that certain officers of QCC are also officers of QClI, the parent corporation of bath QCC
and the BOC. Section 272 (b)(3) prohibits overlaps in officers between the 272 Affiliste
and the BOC. It does not prohibit overlaps between a Section 272 affiliate and the
parent of a BOC such as QCL® The FCC has never required BOCs to provide
information concerning the officers of their corporate parents in prior 271 approvals, and
has expressly stated that there is no requirement that a BOC outline “the reporting

structure” of its affiliate 5°

Facilitator's Report at 61.
87 Griffing Testimony at 133-34.
88

Non-Accounting Safeguards Order fi178.

89

BellSouth-Louisiana I Order 9] 330.

-17 -
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i
s

13
14
15
16

18

19

The Staff has also asked QC to explain who serves the functions of Chief
Financial Officer and General Counsel at the BOC.”® There is no Chief Financial Officer
at the BOC. Such functions are performed by the BOC's Controller, as indicated in
Exhibit MES-272-6."' There is no office of General Counsel at the BOC. The BOC
receives all of its legal services from Qwest Services Corporation. As noted in prios
affidavit, there is no overlap of officers or directors between the BOC and its 272

Affiliate.™

C. Section 272(b)(5) — Transactions at Arm’s Length, in Writing,
and Publicly Available

Section 272(b)(5) requires all transactions between the 272 Affiliate and
the BOC to be at arm’s length, with any such transactions reduced to writing and
available for public inspection. ATA&T alleges that QC and QCC's affiliate transaction
postings are untimely and insufficiently detailed.”

On timeliness, AT&T alleges that QC and QCC have failed to post affiliate
transactions within 10 days as required by FCC rules. 1t refers only to statements by an
AT&T witness (whose testimony has not been introduced into the record), which aliege
that two 1998 transactions were allegedly not posted within that requisite time peried

but fall to identify the transactions.” In any event, every commission to address this

® Griffing Testimony at 133-34.

i | note one change in Exhibit MES- 272-6. Brian Treadway is now Controller.
& Schwartz Aff. at 16.

3

AT&T Comments at 8.

AT&T Comments at 14 (citing Skluzak Minnesota Affidavit {[f] 66 (d-e). 67).

-18 -




10
11
12
13
14
18
16
17

issue has found that Qwest now satisfies this element of Section 272{b)}

5175 The New

Mexico Commission, for example, found that “as called for by the Facilitator, the KP?

Supplemental Review confirmed that QC is now posting affiliate transactions ‘o the
Qwest website' and is 'billing or booking these transactions.”™®

AT&T also asserts that QC should be required to provide msre information
than the FCC requires a Section 272 website to provide. QC has modeled #is webgils
after those approved by the FCC in other 271 cases, and its postings contain ail of the
information required by the FCC: rates, terms, conditions, frequency, number and e
of personnel, and leve! of expertise, iength of time required to complete the transaction,
and special equipment used.

The FCC has made clear that while transactions must be available for
public inspection, it would “continue to protect the confidential information of BOCs
indeed, the FCC has already rejected AT&T's identical complaint in SBC Texas, In that
case, SBC stated that it would not post “the billing details about individual Qcotrencey
of service provided pursuant to its agreements,” such as “periodic billing,” in light of the
competitively sensitive nature of such details and instead made the infarmation

available at BOC headquarters to interested parties who sign @ non-disclosure

TE

See Nebraska Order at 16 (finding that QCC is currently posting {ransactions on
and that Qwest LD did so as well), See also Facilitator's Report at £6-67
arguments of untimely posting as rooted in "an ilogical conception” of whan g hn sty
a 272 affiliate and stating that KPMG examination shall verify compliancs wit
timely posting); Montana Order at 30-31 (agreeing with Facilitator), Morty Diake
(agreeing with Facilitator): Colorado Order at | G-4 (agreeing with Faciiate

KPMG examination has now demonstrated compliance with Section 272¢t

New Mexico Qrder §] 30.

7 See Report and Order, Implementation of the Telecommunications Aot of 1595

(2

Safeguards Under the Telecommunications Act of 1996, 11 FCC Red 17539 31 ‘
("Accounting Safeguards Order").

-19 -



10
11

12

14

agreement.”™ AT&T claimed that this level of disciosure did not satisfy Section

272(b)(5), but the FCC rejected AT&T's concerns, finding that the ‘nondisclosure

agreement has not adversely affected [SBC’s] ability to comnply with section LS o
date because all transactions were properly posted on the Internet”™ G has
deronstrated that its Internet postings comply with the FCC's public disclosurs
requirements, and its willingness to provide access to additional confidential infarmation
atits principal place of business is fully consistent with FCC requirernents.®

AT&T also argues that SBC Texas "does not state that the BOC need net
post the detail or volume of transactions,™' but only generally that the postings st issus
there “were sufficiently detailed.” As noted above, in fact the ECC rejected precisely
the same claim by AT&T about billing detail that it raises here, challenging precisely e
same policy by SBC. As the New Mexico Commission has found, “Qwest's disclosures
generally provide the same level of detail respecting the rates, terms, and conditiong of

its affiliate transactions that SBC and Verizon provide on their Websites.™ The

i SBC Brief in Support of Application by Southwestern Bell for Provision of In-Region, IntarlATA
Services in Texas (filed Jan. 10, 2000) at 66; Affidavit of Tom Waekel (fled Jan. 10, 2000} at v
54,

& SBC-Texas Order ] 407.

B0 ld. See also Accounting Safeguards Order §] 122. ATAT refers to the putiic avaiiabiiity of ke
results of the biennial audit following Section 271 approval. See 47 U.S.C. § 2722y i
statutory requirement with respect to the biennial audit has no bearing on the quastion of whaif
AT&T is required to execute a confidentiality agreement to review billing detaii with respect 1w
transactions between Qwest and QCC.

8 AT&T Comments at 17.

82 Id.

a3

New Mexico Order at §} 30.
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Washington Commission similarly concluded that QC's web site discliosures are

‘comparable to the scope of information available on the other RBOC websitas

. THE BOC HAS PROCESSES IN PLACE TO SATISFY SECTION 272{C)

A, Section 272(c)(1) - Nondiscrimination Safequards

Section 272(c)(1) prohibits the BOC from discriminating betweern the 272 Affiliate
and any other IXC in the provision or procurement of goods, services, facilities, and
information, or in the establishment of standards. The BOC has committed to providing
its services to all of its IXC customers, including the 272 Affiliate, on a nondiscriminatory
basis. The Multistate Facilitator accepted these commitments, and rejected AT&T's
Section 272(c)(1) arguments.®® And every commission to address this provision has
found that QC complies with it

AT&T claims that QC ‘undertakes a business Case analysis” to determine
whether to provide a new service requested by QCC, but does not do so for unaffiliated
IXCs.* The business ¢ase analysis that the BOC undertakes in this situation is not,
however, a service it provides with or for QCC; itis an internal analysis provided by the
BOC to determine that Section 272 requirements are met, including requirements ot
Section 272(c)(1). This analysis is performed by the Compliance Oversight Team and

as | noted in my prior affidavit, QCC is not a member of, and is not reprasented on, the

i

Washington Order at  155.

& Facilitator's Report at 69-70.
a See Nebraska Order at 1M1 17-19; New Mexico Order at 37-41: Montana Order at 33.35.
87

AT&T Comments_ at 19,
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Compliance Oversight Team.® Even the Minnesota ALJ, upon whose
recommendations AT&T otherwise relies, found no merit in AT&T's allegation that this
process for evaluating service requests is discriminatory.®

AT&T next argues that QC’s lack of prompt billing of QCC during the fransition
period described above, and its inadvertent failure in transition to QCC to include
interest charges for late payments, constituted discriminatory treatment. That failure
was promptly corrected in July 2001, and QCC was billed for and has paid all
appropriate interest charges on these late bills. Since the transition, billing has been
undertaken promptly, and interest is charged in late payments in accordance with #ie
Master Services Agreement, which was revised to include such an interest requiremsnt
{as was included for QC's prior 272 affiliate). There has therefore been no favorable
treatrment accorded to QCC with respect to billing.

Finally, AT&T argues that if the BOC obtains services from QCC, it might not
make those services available as “local exchange services” under Section 251, AT&ET
fails to identify any facts in support of any claim relevant to QC’s obligaticns under

Section 272 in this respect.

B. Section 272(c)(2) - Compliance With Accounting Principles
Section 272(c)(2) requires the BOC to account for all transactions with the 273
Affiliate in accordance with accounting principles designated or approved by the FCG. |

have already addressed AT&T's claims regarding this issue. Its claims an 272{e)2) aen

# Schwartz Aff. at 21.

B3 MN ALJ Decision at ] 107.

.22 -
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15

16

encompassed by its discussion of accounting requiremants “in the contad of &

272(b)(2)." 1 have responded to those claims above.

A THE BOC WILL SATISFY SECTION 272{d) ~ BIENNIAL AUDIT

Section 272(d) requires that, once the BOC receivey Section 371

must obtain and pay for a joint federal/state audit every two years. [

B

claim that “Qwest asks the Comrmission to put substantiai falth in 3
is the Congress that has created this safeguard and the FOU that has phas
on its existence in consideration of Section 271 apptications.®” In the He
York Order, for example, the FCC stressed - in rESpOnge o concams
about Bell Atlantic's web postings - that the BOG “wall underge & therouy

systematic review in the section 272(d) biennial audit. which will sy

0¥

to post are identified in time for appropriate remedial achion ™

VI THE BOC COMPLIES WITH SECTION 2780} - FULEILLMENT OF ¢
REQUESTS.

Section 272(e) contains express requirements ensusing that &

272 Affiliate similarly to other IXCs with respect to spedial and swlehes

so AT&T Comments at 21,

5 Memorandum Opinion and Order, Application by e
Section 271 of the Communications Act To Eresidy
New York, 15 FCC Red 3953 (1599} 412 ('Hel 4
Corp. v. FCC, 220 F 3d 607 D.C Cir. 2000v

and Order, Joint Application by SBC-Coms
Company, and Southwestern 8elf Communis
Distance for Provision of In-Region Intert AT4 Sary
6237 (2001) 1 260, motified Sprint Cornunication

Ty
1];
S

52 Bell Atiantic-New York Order ff 412
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AT&T is the only competitor to question QC's stated inten: o comnly wih g

requirements upon obtaining Section 271. AT&T assens st G B

‘carry its burden with respect to compliance vtk § 2724

As stated in my previous testimony, “[tihe BOC dosy sst 5
in favor of the 272 Affiliate in the provision of telepghane &

access.”* Moreover, QC has controls in place that will asguve o

272(e). Specifically, as stated in my previous 24 avit, whan the 2
exchange access services, it will contact its Saiss Execulive T
these tariffed services through the same proveduras that are av
interexchange carriers and these [XC representatives will oroes
nongiscriminatory manner.® As | explained ia revg e

accompanying exhibits demonstrate, QC has afss condustipd s

staff members on all of the requirements of Section |

272(e).%

The Multistate Facilitator has concludad that the

measures to assure” that QC will comply will Gae

requirements.”” The Montana Commission has agresd i i

5 AT&T Comments at 24

% Schwartz Aff. at 31,

% Id. at 31-32.

% See id. at 33-35. QC's training cove
prohibited from providing arty 1
exchange access to QCC uness sush
other providers of interLATA servicas us
16, at 11,

97

Facilitator's Report at 12, §5-71

E-1
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Nebraska Commission also found that QC had “commitiod nat in ¢

QCC in the provision of telephone exchange service or g

And the New Mexico Commission similarly found Q¢ i as

requirements of section 272(e) and noted that GC had el

procedures that go toward preventing discrirninatios in fest

telephone exchange service or exchange access servics =

AT&T insists that QC must now disclose dats on {Hs Hr

these Section 272(e)(1) services to its 273 Affiliate, 1o peomit &
provisioning intervals for unaffiliated carriers.' Mowsver e B
compare provisioning intervals between affiiated and usst

interL ATA services until QCC begins providing suth services,

has made clear that Section 272(e}(1} “apsiiss only whan g BOT 1

section 272 affiliate,”"* and has proposed only thast
maintain” the required information “upon receiving pem
services pursuant to section 271.%

Before receiving such permission, and tharsupon

service through QCC. QC (like other BOCs) can oaly soe

Montana Report at 34-35

99 Nebraska Order at § 20,

100 New Mexico Order at % 47-48.

101 AT&T Commerits at 23.

102

Notice of Proposed Rulsmking, P
Special Access Services, Notine of Broy

103

Non-Accounting Safeguards Crder al € 385
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12

maintain, update, and make available the datsy On Groy

=

pursuant to the FCC's requirements. QC eon

s o de sa. a

such data in a format previously deemed accepta
Wwas accepted as sufficient in SBC.Taxas
Massachusetts.'™ Moreover, the FCC will #
compliance with Section 272(2)(1) after it rae

maintain, update, and make available it

intervals for affiliated and unaffiiated camis
and its compliance record will alsy ke ooy
Obijective Vil of the Biennial Audit Procsdusss

Section 272(e)(1) compliance, ™

04

See, e.g., SBC-Toxas Order B 412 & n %
evidence from Affidavit of Katsises i
Communications, Inz., Southwesises |
Communications Services. e .
Interl ATA Services in Texas, fled

" Bell Atlantic-New York T 416 &

evidence from Declaration of Susa

York for Authorization Under Sectis

InterLATA Service in the Siate of M
o8 Memorandum Opinton and Order 4
Communications, inc. fdivs va
Verizon Enterprise Soiufionst Al Vs
Region Interl ATA Services i &
compliance with 272{s3(1} on the
Matter of Application of Verizen %
Verizon Long Distance), NYMES L ,‘
and Verizon Global Metworks Ine Frr A
Massachusetts, filed Sap 21, 2

o7 See General Stardars Procecyres

Communications Act of 1034 s
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VI.  CONCLUSION

Both QC and QCC have demuonsteated thyr

Act, as well as the FCC's related niles, and Have is

&

compliance. Additionally, they have undas
efforts to assure continyed salisfaction of Sestisn 39
under Section 272 and is dedicatad 1o saitis

demonstration of compliance with Section 272

respectiully requests that the Cemmission Py

with Section 272,

i
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF
SOUTH DAKOTA

In the Matter of the Investigation )
into QJwest Corporation’s ) Docket No. TC01-165
Compliance with Section 271(c) of the )
Telecommunications Act of 1996 )

)

I declare under penalty of perjury under the laws of the United States of America
that the foregoing is true and correct to the best of my knowledge, information, and

belief,

Executed this 25 _day of March, 2002.

@’-‘Mm

Marie E. Schwartz

STATE OF NEBRASKA

R e

COUNTY OF DOUGLAS

Subscribed and sworn before me this 525 day of March, 2002,

GENERAL NOTARY-Stats of Hetwaska
TERESA M. PEATROWSKY

.. . My Comm, Exp. March 17, 2004. {
% Hi'«(: g /‘67 % ’L’WW > V
r\“g:ztary Public /
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Qwest’s Submission of Results of Independent Testing

Qwest Corporation (the “BOC”) herewith respectfully submits the attached report
£*KPMG Report™) of KPMG LLP (“KPMG™), conducted in accordance with the
recommendation in Part IV (Section 272) of the Multistate Facilitator’s Report on Group 3
Issues: General Terms and Conditions, Section 272 and Track A, dated September 21, 2004
{"Report™). Additionally, the affidavits of Judith L. Brunsting and Marie E. Schwartz are
attached. These affidavits address the findings of the KPMG Report and the controls institated
in response thereto,

Introduction

Earlier this year, the BOC engaged in what the Facilitator concluded were “substantial

efforts™ to retool Qwest Communications Corporation (“the 272 Affiliate™) to be its tuture

provider of in-region interLATA service. Report at 53-54. In order to validate and reinforee

these efforts, the BOC has now taken the further unprecedented and valuable step recomme

by the Facilitator of submitting to a pre-approval review of its Section 272 accounting contivls.

Ky S

As noted below in greater detail, the KPMG Report concludes that exeept i F2 mstan
both the BOC and the 272 Affiliate complied in all material respects with the applicable F

accounting rules. KPMG's examination was comprehensive, Tt did not exclude transictic

de minimis nature (see id, at 56): at least half of these 12 instances had & financial impact ot

than $25.000." Nor was it confined to transactions in which the BOC was the “vendor ap

supplier” of services to the 272 Affiliate (see id at 54): seven of them invelved the prov
services from the 272 Affiliate o the BOC. Nor did KPMG limit its review to teansactions i

which the error resulted in the kind of “anticompetitive discrimination and cost-shitting™ ¢

2




whizh Bection 272 was designed to protect:* the net financial impact of all 12 transactions

s

wd 10 the 272 Affiliate’s defriment. The overarching goal of Section 272's separation and
nomdiscrimination provisions is to prevent the BOC from advantaging its 272 affiliate over that
affiliate’s competitors.

Most of these transactions also involved errors previously identified by the BOC and the
272 Affiligte themselves. Nevertheless, because they take their 272 responsibilities seriously and

siriva (o improve procedures to aid in compliance with those requirements, the BOC and the 272

Hiliate huve undertaken a careful review of KPMG's findings, in an effort to identify aspects in
whigh their existing controls can be strengthened in preparation for the 272 Affiliate’s future
provision of in-region interLATA service. As set forth in the attached affidavits, they have taken
the appropriate steps to correct these errors, and are reinforcing and supplementing training
programs and other controls to assist them in their ongoing efforts to ensure procedures
“reasonably designed to prevent, as well as detect and correct, any noncompliance with section
272 As the FCC has recognized, the requirements of further expert review through section
FFY

+72{d} biennial audits following 271 authorization also “will provide an appropriate mechanism

for detecting potential anticompetitive or otherwise improper conduct.™ In light of all of these

The Facilitator concluded that “the concept of materiality should remain a part of evaluating complisnce

with § 272bX2).” based on the universe of transactions between the BOC and the 272 Affiliate during the relevant
g period. Report a9, 56,

Report and Order, Implementation of the Telecommunications Act of 1996: A coounting Safeguards Ginbor

ammunications Act of 1996, 11 FCC Red 17,539 (1996) (*Accounting Safeguurds Order”y; First Report
¢r and Further Notice of Proposed Rulemaking, /mplementation of the Non-Accounting Safeguards of

1 27 and 272 of the Communications Act of 1934, us Amended. 11 FCC Red 21 905 G L1996 (“Nus-

ringy Sefoguards Order’™).

Memaorandum Opinion and Order, Application by SBC Communications Inc., Southwestern Bell Telephone

. and Southwestern Bell Communications Services, Inc. d/b/a Southwestern Bell Long Distance Pursnant

127 1 af the Telecommunications Act of 1996 To Provide In-Region, InterLATA Services i Texas, 15 FCC

[

{18,354 9 398 (2000) (“SBC Texas Order"); Memorandum Opinion and Order, Application by Belf Atkantic New
ar anthurization Under Section 271 of the Communications Act To Provide In-Region, Interl ATA Servige in

f New York, 15 FCC Red 3953 405 & n.1253 (1999), aff"d sub nom AT&T Corp. v. FCC. 220 F.53d 607
Ciz, 20003 ("BANY Order™).

SO Fexas Order § 406, See also BANY Order 9 412,

-
J



factors, the record now convincingly demonstrates that, when granted, the BOC’s future Section

271 anthorizations “will be carried out in accordance with the requirements of section 272, 47

Ay

STHAUB).
Background
The Facilitator concluded that “[t]he record demonstrates that Qwest has met . . . cach of
the separate affiliate requirements established by section 272 of the Telecommunications Act of
19967 Reportat 7. In reaching this conclusion, the Facilitator examined the record with respect

tis bth of the BOC's successive Section 272 affiliates: U S WEST Long Distance, Inc.

isequently renamed Qwest Long Distance, Inc. (“Qwest LD™)), and the 272 Affiliate, which
tecame the BOC s designated 272 affiljate effective March 26, 2001.

With respect to the extensive prior record of Qwest LD over many years, the Facilitator
found nothing in the record of “sufficient concern to warrant special measures.” d. at 54. With

rspeet 1o the 272 Affiliate, the Facilitator acknowledged the “substantial efforts™ that the BOC

andertook during the recent transition to its newly designated 272 Affiliate “to bring its
imnsactions, both past and current, into compliance with applicable accounting requirements.”
A Inarder 1o test the “current and future effectiveness of the[se] recent improvement efforts”
tollowing the completion of that transition, the Facilitator recommended that the BOC arrange
for independent testing of transactions between the BOC and the 272 Affiliate covering the
ensaing period from April through August 2001. He recommended that the BOC provide the
resils of the independent testing, along with supporting workpapers, to the seven multistate

gommissions by November 15, 2001, /4. at 8, 54.°

fn secordance with the American Institute of Certified Public Accountants Professional Standards, AT §
ALEE 339.02-.08: AU § 9339.02 (2000)), KPMG will make these workpapers available to the seven state
1 for their review, subject to confidentiality restrictions, at mutually convenient times and locations in

G L SevEn states,




The Facilitator determined that the third-party evaluation is intended to provide
~“adequate assurances” that the 272 Affiliate is prepared to comply with certain provisions of
Segtion 172 upon receipt of Section 271 authority. Jd. Such assurances do not require
“perfestion,” which is a standard that “could not be met in . . . the operations of any wholesale
supplier,” Id. at 36. As noted above, the significant question here is whether the BOC and the
472 Aftiliate have sufficient controls in place that are “reasonably designed to prevent, as well as
detect and correct, any noncompliance with section 272.7°

Summary of KPMG Report

KPMG examined transactions that occurred between the BOC and the 272 Affiliate
during the period April through August 2001. During the course of its examination, KPMG
firand items in its testing that confirm the BOC’s earlier testimony that a number of transactions:
related to the transition of the 272 Affiliate were discovered and corrected to effect Section 272
compliance, With respect to new transactions occurring during the five-month test period,
KPMUG determined that except for 12 instances identified in the attached KPMG Report, the
BOC complied “in all material respects” with Sections 272(b)(2), (b)(5), and (¢)(2) and the
applicable FCC accounting rules.’

The exceptions noted in the KPMG Report do not raise any of the anti-competitive and
eross-subsidization concerns underlying the relevant Section 272 requirements. The underlying

purpose of the affiliate pricing rules and the accounting requirements of Sections 272(6)(2) and

SBC Taxas Order § 398 (2000); BANY Order § 405 & n.1253.

KPMG's comprehensive examination also identified instances of noncompliance during the testing period -
ermined were not material. KPMG’s analysis of discrepancies divided instances of noncompharice
wrtes: Type 1 includes items that occurred before the examination period and were corrected during .
clades items that occurred during the examination period and were corrected during the petiod;
mys thar KPMO determined were clerical in nature; and Type 4 includes items that veeurred

eriod and were not resolved during the period. The Type 4 items are those identitied in the

5



{e3 2} is 1o ensure that an incumbent LEC does not cross-subsidize its nos

The same policy forms the basis for Section 272(b)(5)’s requirement that a 272 afffliate con

all transactions with the BOC “on an arm’s length basis,” and Section 272{¢¥1)’s provision that
# BOC may not discriminate in favor of its 272 affiliate, which are designed to ensure that
“petential competitors do not receive less fuvorable prices or terms, or less advantageous

services from the BOC than its separate affiliate receives.”'® The instances cited in the attached

EPMG Report, and discussed below, do not suggest any policy of the BOC of discriminating in
favor of its 272 Affiliate, On the contrary, they involve a net detriment to the 272 Affiliate of
£2.604 million.

As set forth in the Issue Descriptions included with the KPMG workpapers, in most of

thesie 12 instances, the BOC or the 272 Affiliate themselves detected the need for corrective

sosion. As discussed more fully below, based on its review of the few remaining instances, the

BOWC is strengthening its internal controls in efforts to prevent any such discrepancies in the

e

fisrure. These instances do not undermine the BOC s showing that it “accepts the separate

siciary obligation and stands ready to meet it” (Report at 50), particularly after the
stementation of these additional controls.

i Affitiate Pricing Rules. Four of these instances relate not to the question of

tinely accounting or posting, but rather to the application by the BOC or the 272 Afhlate of the

waluation procedures for the FCC's affiliate pricing rules set forth in 47 C.F.R. Part 32, Overall

Repon and Order, Separation of Costs of Regdated Telephone Service,
5, {7 Rod 1298 95 254-36 (1987). See also Repert and Order. .
naemicationy Aot of 1996, 11 FCC Red 1733989 172,176 (1996 (“Ac

-

e Accouning Safeguards Order § 147 (the valuation rule “guard]s] against cross-subsidizanon of
ive services by subscribers 1o regelaied telecommunications services™ L




these instances involve a net detriment to the BOC of only $21,000, and accordingly do not
demonstrate any general policy of cross-subsidization or discrimination.

Nor do these transactions reveal any “systemic flaws”'" in the BOC’s compliance with
the affiliate pricing rules. As set forth in the Issue Descriptions included with the KPMG
workpapers, three of the four instances involved the use of fully distributed cost rather than fair
market value,'” The first of these involved 10 real estate properties made available by the BOC
to 272 Affiliate employees; the error had an impact during the examination period of $3,000.
The second involved real estate properties provided by the 272 Affiliate to the BOC and resulted
in a net detriment to the BOC of about $9,000. The third such transaction resulted from an
employee’s pricing of lab facility services to the 272 Affiliate at fully distributed cost rather than
fair market value, even though a chart designed by the BOC to aid in compliance with these rules
had provided the fair market value information. The fourth listed transaction involved using the
BOC’s rather than the 272 Affiliate’s inputs in calculating the 272 Affiliate’s fully distributed
cost.

While the BOC and the 272 Affiliate strive to properly and accurately calculate and
record all of their affiliate transactions, some errors will and do occur. As the Facilitator
recognized, perfection is not the relevant standard here. However, in order to continue reducing
each company’s error rate, the BOC and the 272 Affiliate are instituting additional safeguards at

the corporate level of each company to ensure all material intercompany transactions are

1 See First Report and Order and Further Notice of Proposed Rulemaking, Implementation of the Nor-

Accounting Sufeguards of Sections 271 and 272 of the Communications Act of 1934, as amended. 1§ FCC Red
21,905 ¥ 206 (1996) (emphasis added).

" BANY Order 7412,

We note that the FCC has recently eliminated the requirement that carriers undertake fair market value
studies for assets as well as services until the total amount of transfers in a given year exceeds $300.000. This
change may be implemented by carriers as of January 1, 2001. See Report and Order and Further Notice of
Proposed Rulemaking, 2000 Biennial Regulatory Review - Comprehensive Review of the Aceounting

it



identified and billed at correct prices. The BOC and 272 Affiliate corporate reguiatory
compliance groups will improve the formal tracking mechanism for affiliate transactions, This
tist will be discussed with operational personnel and compared to databases to ensure that i is
both complete and accurate. Additionally, the BOC will conduct additional traiging sessions
with all relevant personnel concerning the FCC’s affiliate transaction pricing rules. As an
additional safeguard, supporting documentation will now be provided to the BOC s FEC
Regulatory Accounting Department for verification of affiliate transaction priving.

2. Timely Accounting and Posting. The remaining category of items identitied in

the KPMG Report relate to the timeliness of accrual or billing and reducing transsetions 1
writing.'? Although the combined impact of these eight errors was $2.623 million to the
detriment of the 272 Affiliate, one transaction alone accounted for more than 94 percent of that
total. Excluding that amount, the net impact of all of these transactions was $146.,000 in
underbilling of the 272 Affiliate’s costs to the BOC. In every ong of these cases, the BT or the
272 Affiliate themselves detected the error. These instances do not revesl any systemic Hawss,
and Qwest has further strengthened its controls to address them following its review of the

KPMG Report:

» The largest of these transactions involved the 272 A ffiliate's provision of aue
conferencing services to the BOC. Because in-region interb AT services hud
off to Touch America and because pursuant to that arrangement the 272 &ftiliake
the BOC on Touch America letterhead, the procurement office erroneous
these services were not transactions with an affiliate and failed to process o hill

Requirements and ARMIS Reporting Requirements for Incumbsnt Local Exchange Carrigrs; Phase 7, €
No. 00199, FCC 01-305 9 87-90 (rel. Nov. 5, 2001}

B In one of these transactions, there was no untimely accrual or billing, but only a failues to somg i the
FCC’s posting requirements. Qwest discovered that corporate calling card services, which had been Gl
Qwest LD to the 272 Affiliate with pricing set at prevailing company prices. were not listed.
strengthened its existing controls by implementing a monthly review af al} BOGC intercompany pavabliasand
establishing a 272 checklist to track all new services provided by the 272 Affliate to the BOC




BOC and receive payment. The procurement employeg resp
was reassigned in June 2001, and the processing error has been iden

A similar error involved private line services that previvusly ha

BOC by Touch America, most of which were not moved o the 377 A
September and October 2001. Because the 272 Affiliate’s seder
Section 271 protection that restricts creation of an i=region
engineered circuits was not immediately possible, but internal
identified the need to bill and post this transaction, wihic was
(but after the test period). Qwest is now developing an ovg
handle intercompany provision of interLATA services, wh
built-in Section 271 protections.

In the course of the company’s annual affiliate transaction rem
that it had provided photo identification hadges to the 2
reducing the service to writing, posting it, and billing it prop
corrected the problem through existing controls, the BOC wiil #
discrepancies by conducting additional training to emphasize the
responsibility codes so new badges can be charged to the appropn
basis.

[nternal controls also detected a failure to identify for affiliate tear
BOC’s pre-merger lease of a dark fiber link in Utah frorm the |
Accounting subsequently obtained a copy of the fease and o
Order and corrected the billing error. Quwest Net Lon
instituted procedures for quarterly review of bilt

The BOC became aware that a total of 40 eut af &
including 10 scattered among nine out-oferegion
Affiliate’s real estate and using its PBX services. Qwest
Human Resources and Real Estate organizations te dutect myovors
of employees in the future.

During the transition of the 272 Affiliate. experienced B(
a very minor project for the Affiliate, involving the cal
affiliate pricing rule purposes. That work totafed anp
billed. The BOC has corrected the error and strengthe
personnel regarding time reporting for any servic

The BOC provides several types of services to the 272
and consumer services under a properly posted and bil
that the work of two employees who had been handhing
had been missed in these routine billings. The BO(C he

its reviews and training regarding Section 272 reuireme e

9




Conclusion

s

As discussed above, in response to these findings, the BOC i yerplemen

controls, which serve to reinforce the “substantial efforts” (Report at 543

prepare the 272 Affiliate to comply with the separate affiliate requirsmunis.

controls confirm that there are “reasonable assurances™ (el y ot the

will provide the level of accuracy, completeness, timeliness and armi's ferigth

3
&

by Section 272. As to the first category of exceptions in the KPMU Besart

BOC will conduct additional training sessions and document sevies t PIHTE €
the FCC’s valuation procedures. With respect 1o the second category {tin

accruing of transactions), the BOC is instituting new procedures, additi

processes, and further training to ensure procedures “reasonably designed 1o o

detect and correct, any noncompliance with section 272" The réijiiterents of

review through Section 272(d) biennial audits following 27} authori

s

controls t¢ aid in the efforts of the BOC and the 272 Affiliste to comply with the 5

affiliate requirements.

bt

In light of the BOC’s and the 272 Affiliate’s strengthened sonteols, and the &

of comipiiance by Qwest LD and the 272 Affiliate with ail of the vtber P hmen!

272, as confirmed by the Facilitator, the BOC respectfuliy requests that the

the Facilitator’s conclusion that “[t]he record demonstrates that {Qwest hos et

separate affiliate requirements established by section 272 of the Teleconsrausics

1996.” Report at 7.

H SBC Texas Order 9 398. BANY Qrder % 405 & n.1253
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QWEST CORPORATION

Report of Independent Public Accountants

Attestation Examination with respect tp~
Report of Management on Compliance with Applicable
Requirements of Section 272 of the Telecommunications Act nf 1998

November 9, 2001




707 Seventeemh Steet
Suite 2300
Denver, CO 80202

Report of Independent Public Accountants

To the Management of Qwest Corporation and the regulatory utdity
commissions for the following states:

Idaho, lowa, Montana. New Mexico. North Dakota, Utah and Wyoming
(collectively the State Commissions):

We have examined management’s assertion, included in the accompanying 8
Compliance with Applicable Requirements of Section 272 of the Telecomstun
Qwest  Corporation (the Company) complied with certain aspects o
Telecommunications Act of 1996 (the Act) and associated Federat Communi
riles and regulations (specifically Sections 272(b)(2). 272(bIS) and 2731
32.27 and CC Docker No. 96-150, paragraph 122) during the pertod from Ap
(the examination period). Management 1s responsible for the Compa
requirements. Our responsibility is to eXPress an opinion on managemitnt’s assert
compliance based on our examination.

Our examination was conducted in accordance with attestation standards estabiiehed 5
Institute of Certified Public Accountants and. accordingly, ncluded examinia
about the Company's compliance with those requirements angd petforming
considered nccessary in the circumstances. We beljeve that vur cxarmination pr

wenlag g
our opinion. Our examination does not provide a legal determbiation o the Compan
specified requirements.

Our examination disclosed the following instances of noncompliz
the Act and associated FCC rules and regulations (specifics :
of the Act, CF.R. Section 32.27 and CC Dockel No. 961350, para
April 1, 2001 to August 31, 2001:

A R e L P e AR
R oned £ Gensy aesae




We noted the following instances i which the Company did ny
transaction pricing rules (C.F.R. Section 32.37) during the evs
272(b)(2) and 272(c)(2) for transactions between the Bait et
the Scction 272 affiliate (the Qwest 272 Affiliates

Deseriptiog

Services provided by the Qwest BOC:

A. Fair market value (FMVY) studies were not g
estate properties for which FMV siudies Wﬁrﬁf fg
properties were billed at fully distributed cost it

B. In pricing the service Lhi{[gt‘. Hor scoess o g fab
pricing was used instead of a required EMV s
instance, FMV exceeded FDC for such servies.

Services provided by the Qwest 272 A;}” [inte:

C. FMV studies were not performed for nine real
which FMV studies were required. The nine g
at FDC.

D. In deve!oping the FDC rate for the service of feasing et
equipment, incorrect data inputs wers wifized.

B
)

Net understatement of Qwest BOC s revenue and
understatement of Qwest 272 Affiliale"s X penzes
examination period related to items A througir £

S,

We noted the following instances in which the € Comg
affiliate billings (including intersst, 58 necess
provided between the Qwest BOC and the Cwess
required by Sections 272(b}(2), 27355} ane
paragraph 122



Description

Services provided by the Qwest BOC:
E. Phuto identificanon services were provided but not

billed (including terest chargesy or reduced o wistm :

examination pericd. % £,

A cemain finance service was provided but not !

billed (including interest charges) during the exam

G. Data entry services regarding out-of-tegion fon

were provided but not accounted for or bilted dinsluding it
charges) during the examination period, ik
Services provided by the Qwest 272 Affiliate:
H. The lease agreement for fiber optical CHpagitY Was fot sscoumted

for. billed (including interest charges) or posted
during the examination period.

L Real estate occupancy services and the u P
provided but not accounted for, billed tincluding i
or reduced to writing during the examination &

1. Audio conferencing services wete provided by
billed (including interest charges) or reduced
examination period.

K. Private line circuuts for in-region interL ATA afGaiat
communication services wers provided buf no
(including interest charges) or reduced to wtitig
examination period.

L. Calling card services were provided but aot radussd o
during the examination period.

Net understatement of Qwest BOC's expenses tnid coses
understatement of Qwest 272 Affiliate’s revenies
examunation peried refated to items £ throug

Net understatement of Qwest BOC's expentes and
understaternent of Qwest 272 Affiliae’s




In our opinion, except for the instances of noncompliance described above. Qwest Con
all matenal respects, with the aforementioned requirements for the pertad froms ¢ ol §. .
2001.

This report is intended solely for the information and use of management of the Comp
Commissions and is not intended to be and should not be used by anvone ather Hun ey

KPMe LP

Denver. Colorado
November 9, 2001




180T Cafifornia Straat
Danver, CO 80202

Mark A. Schumacher

Qwest Corporation

Vice President — Corporate Controller
1801 California #2910

Denver, CO 80202

Report of Management on Compliance with Applicuble Requirements of Section 273 of the
Telecommunications Act of 1995

Management of Qwest Corporation (“QC” or the “Company™) is responsible for ensuriag the Company®s
compliance with the applicablc requirements of Section 272 of the Telecommunications Act ¢
regulations related thereto as promulgated by the Federal Communications Cummission
("Section 272 and Related Regulations™) as set forth in Section IV of the Seven-state Co
Liberty Consulting report (the “Liberty Report™) dated Scptember 21, 2001,

Haborative Grong

Management has performed an evaluation of the Company’s compliance with the applicable reguirements
of Section 272 and Related Regulations as set forth in the Liberty Report, including those deserited
below, for the period April 1, 2001 through August 31, 2001 (the “Evaluation Period™). Based ontivs
evaluation, we assert that during the Evaluation Period, the Company has complied with all applicable
requirements of Section 272 and Related Regulations as set forth in the Liberty Report. In pasticular, the
Company did the following;

(a) We have implemented adequate controls 1o assure the accurate, complete, and timely resording in sur
books and records of all affiliate transactions between Qwest Corporation {00, the B W and Gwest
Communications Corporation (QCC), the Section 272 affiliate. in complisnce with Section 37%
(b}(2), Separate Books, Records and Accounts, and Section 272 (bXS), Transactions at Arm's Léwagtiy,
In Writing and Publicly Available.

(b) We have implemented adequate controls to assure that the relationship between (C, ax 4 vendor or
supplier of goods and services, and QCC has been managed in an arm’s length manner in comphisng
with the provisions of Section 272(c}, Nondiscrimination Saleguards, which include consideration of
what would be expected under normal business standards for stinitar contencts with sn vsaififinted
third party.

(€} We have provided reasonable assurances that a continuation of the practices and procedurss exantined
will continue to provide the level of accuracy, completeness, timeliness and arnmn’s, tength conduct
required to Sections 272(b)(2) & (5) and 272(c).

(d) We have implemented sufficient control procedures to assure that an officer of QC will sign the
Officer Certification required in CC Docket 96-130 in TI122. This certification will he il
annually in concurrence with the certification letter that accompanies the ARMIS 43.0% repost Bled
with the FCC on April 1.

Qwest Corporation

\\,/f‘g“‘ - z,f Yz f,
Dated: November 9, 2001 7k {,“"%";‘ ¢ "‘jr?"/;’ i /{ Lo

T LI
-

Muark A. Schumacher

Vice President - Corporate Contrallee



BEFORE THE IDAKO PUBLIC UTILITIES COMAMISRInY

. i
In the Matter of Qwesy Corporation's Motion for an ;
Alternative Procedure 1o Manage the Secuion 271 Procesy b Case Ny, VSW.T.o6.
}
}

MM‘__\__

STATE OF tOwa
DEPARTMENT OF COMMERCE
UTILITIES BOSRD

}
IN RE: Y

b DOCKET 80U Nt f2
QWEST CORPORATION }
\\\ }

DEPARTMENT OF PUBLIC SERVICE REGULATION
BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MONTANA

IN THE MATTER OF the Investigation nto Qwest
Corporation's Compliance with Section 271 of the
Telecommunications Actof 1996

———

3

}

) Docket Vo, B2ono.550
¥

STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Qwest Corporation
Section 271 Compliance

¥
Y
} Case No, PLAI sy @i
Investigation §
¥

BEFORE THE PUBLIC SERVICE COMMISSION OF UTAaH

In the Maner of the Application of Qwest Corporation for

Approval of Compliance with 47 U.5.C. § 27HdH2%B) Doeket Nis, (05085

BEFORE THE PUBLIC SERVICE COMMISSION OF WYOMING

IN THE MATTER OF THE APPLICATION OF QWEST
CORPORATION REGARDING 271 OF THE FEDERAL
TELECOMMUNICATIONS ACT OF 1996, WYQMING'S
PARTICIPATION IN A MULTI-STATE SECTION 371
PROCESS, AND APPROVAL OF ITS STATEMENT OF
GENERALLY AVAILABLE

BOCKET Nu. FEMHT A LA

Dt et v St et o

BEFORE THE NEW MEXICO REGULATION COMAMIRSION

IN THE MATTER OF Owest Corporation's Section 271
Application and Motion for Alternative Procedure to

Manage the Section 271 Process Lty Clase Na. 1149

R -




AFFIDAVIT OF

STATE OF

)ss.
COUNTY OF
Marie E. Schwariz states as follows:

My name is Marie E, Schwartz, My business address i 1314 3

Mall, Floor 10, Omaha, Nebraska 68102, Tam 3 Director in £ ‘:ﬂguhmw &

at Qwest Corporation and am responsibje for Srsuring Qwest Corpor

accounting compliance with Section 272 of the “f‘aict{)mmul’riimmms Aet of |

Act™),

The KPMG L1p attestation identified Some transactions wigh Qweg

Communications Corporation (“the 272 Affi Hate™) that wers fe tk}uf;}f&mfh prig

nor posted. Qwest Cerporation (“the Qwest BOC™y is Correcting sk of the e il

[

discrepancies by posting the transactions on the websile whepe needed and by

booking these transactions in the Oclober and November qecouting reenrds,

Qwest BOC has also implemented ang i8 in the process of tipleme

new internal controlg intended to provide reassnable assurance that inrese
transactions initiateq by the Qwest BOC are identifive, reduced 1 Wiiting

processed and posted, Specifically, the Qwest BOC has Pt in place or will hen i

by December 3, 2001 the following controls for the identified diserenancios:

Discrepancy A Fair market vaiye (“FMVY™) studies WEre not pesformed Tor ten reut
estate properties for which FMV stydieg Were rey uired. The 1o
PrOperties were biligg a¢ fully distributeq cost (“FDE,

This discrepancy oceurred because work orders were priced withay -

for proper determination of whether FMV or FDC stvuld hgve been used, A mow




18 being implemented that requires the Business Unit Alfiliate Muanager's (BUAM}
supervisor review the calculation to ensure both y FDC and a FMV analysis has been
completed. Any work order without this support will not be processed by the BUAM.
This enhanced control is designed to ensure that a FMV study is performed, proper

pricing 1s applied. and that the work order will be processed accurately. The Regofatory

Accounting organization will expand its control sheets to provide addittonal detail whick

will allow them to verify that an FMV and FDC study has been performed for ail

services.

Diserepancy B: In pricing the service charge for access to 4 Iab facitity, FGC
pricing was used instead of a required FMV amount. §n this instance,
FMYV exceeded FDC for such service,

This discrepancy was not discovered on a timely basis because information wag
informally shared over the telephone and back up Support was niof received by the FCC
Regulatory Accounting organization. Current controls will be enhanced to reguire
supervisor review of the control sheet verifying on a quarterly biasis that all

documentation has been received,

Discrepancy E: Photo identification services were provided but not aceonsted for,
billed (including interest charges) or reduced to writing during the
examination period.

This discrepancy was discovered during the annual re-pricing of affiliate services,
After the merger, the duties of the Real Estate department were expanded to ssup badyes
for the 272 Affiliate. As a result, the data necessary for proper billing was not included on
the application form and no billing was taking place. Emplovees at the access conteat

centers will be retrained to ensure that a valid department or responsibility code will be

provided.

Discrepancy F: A certain financial service had been provided but net accounied for
or billed (inciuding interest charges) during the examination, period



SUBSCRIBED AND SWORN before me this /- -Slday of November, 2001,

Notary Public Ve
My Commission Expires: e

{
CM/Z 07067‘}/ i




BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION

fn the Matter of Qwest Corporation's Motion for an

Altermative Procedure to Manage the Section 271 Process Case No. USW-T-00-3

STATE OF 10WA
DEPARTMENT OF COMMERCE
UTILITIES BOARD

)
Exy . }
I RE: ) DOCKET NO. INU-00-2
)
)

OWEST CORPORATION

DEPARTMENT OF PUBLIC SERVICE REGULATION
BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MONTANA

IN THE MATTER OF the Investigation Into Qwest )

Corporation's Compliance with Section 271 of the )

Telecommunications Act of 1996 ) Decket No. D2000.5.70
)

STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSIOM

Qwest Corporation
Section 271 Compliance
Investigation

PR S )

BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

}
In the Matter of the Apphcation of Qwest Corporation for }
Appraval of Compliance with 47 U.S.C. § 271{d{2)(B) } Docket No, 00-049-08
}
)

BEFORE THE PUBLIC SERVICE COMMISSION OF WYOMING

Int THE MATTER OF THE APPLICATION OF QWEST )
CORPORATION REGARDING 27t OF THE FEDERAL )
TELECOMMUNICATIONS ACT OF 1996, WYOMING'S )
FARTICIPATION IN A MULTI-STATE SECTION 271 )
PROCESS, AND APPROVAL OF ITS STATEMENTOF )
GEMERALLY AVAILABLE )

)

BEFORE THE NEW MEXICO REGULATION COMMISSION

IN THE MATTER OF Qwest Corporation's Section 271 )

Application and Motion for Alternative Procedure to )

Manage the Section 271 Process ) Utitity Case No. 3269
) Y . 32

Case No. PU-31497-193

DOCKET No, 70000-TA-00-599



AFFIDAVIT OF JUDITH L. BRUNSTING

STATE OF )
)ss.
COUNTY OF )

Judith L. Brunsting declares as follows:

My name is Judith L. Brunsting. My business address is | VE Inverness Brive

West, 2" floor, Englewood, Colorado, 80112, | ari Serior rector of 372 Business

Development in Qwest Corporation.

The KPMG LLP attestation identified several transactions where costs meneed

on behalf of Qwest Corporation (" the Qwest BOC™y were naither properky

posted. Qwest Communications Corporation (* the 272 AlThiate™y corrected alt o

identified discrepancies by posting the transaction on the website snd by

Rkt

booking these transactions by November 15, 2601, with the CRCEpiia:

billing for all discrepancies other than Discrepancy H are being bHisd iy 1

2001, and a $9000 adjustment for Discrepancy € that ig being bovked in Nove
The 272 Affiliate has also implemented and is in the proviss of tnplensenting

several new internal controls intended to provide reasonable assurince thas inte

transactions initiated by the 272 Affiliatc arc dentified, sodused to wr

processed and posted. Specifically, the 272 Affiliate has put i phace or will

place by December 3, 2001 the following controls for the identifisd tiscrepansies:

Discrepancy C: FMYV studies were not performed for mine real exinte progeriies fos
which FMV studies were required, The nige properties were hifled
FDC.

This discrepancy occurred because task orders were priced witheut g ro

paed




proper determination of whether Fair Market Valye ¢Fa V7 or Pulby Dige

(“FDC™) should be used. A new control is being mplemented thu redErey the B
Unit Affiliate Manager’s ("BUAM™) SUPCTVISOT review the cateutation 1o snen

FDC and an FMV analysis have been completed. Any task order Withewnt

will not be processed by the BUAM. This control is designed tor ensyee fhat

is performed timely and the invojce will be processed accarately. Addionss

checklist is being established to track all new services provided by the

Qwest BOC. The Director-Corporate Accounting, Qwest Servie ces €

*y

will have responsibij ity for monitoring the checklist ta ensure that all feme ;

in a timely manner prior to signature.

Diserepancy D: n developing the rate for the service of leasing tewt eepEipmsat,
incorrect data inputs were utilized.

This discrepancy resulted from the 272 Affiliate not having its swsn FDE ¢

determine pricing, To expedite billing, the 272 Affiliate used an aiternative nyeth

amive at an FDC rate that was incorrect. An FDC modst that is comphiant with fhe
affiliate rules has now been developed and will be ysed o all the 37
Discrepancy H: The lease agreement for fiber optical capacity was fot

for, billed (including interest charges) or posted fo the iwh*mn m,

examination period.

This discrepanc y occurred because zfter the merger, parsonng! snfiemfr

affiliate billing requirements inadvertenil ¥ stopped billing for this LR

A new control has been implemented for the Controller of Qwest Network K

Services (“QNCS™) to inform the 272 Affitiate of any new ar progosed e
Additionally, the Director- -Corporate Accounting i HErequest a review of the it

System quarterly to identify new transactions from QNCS.

Discrepancy I: Reai estate occupancy services and the use of PBX servives were




provided but not accounted for, billeg tincluding interest <ha
reduced to writing during the examination period.

%

This discrepancy occurred because of a lack in CORIGRTCHTIgNE Borg
P Y

IR B

Resources department (“HR™), the Real Estate organization, sod th

that all intercompany real estate STrvices are properiy captured, the

controls will be developed by December |3 2001 aned 1o

W e

2001. HR will now send g report of any changes in fees

distribute the information to the BUAM. The 81

the potential impact on other affiliates or agresmients, A

organization will perform quarterly reviews and notes ¢

Discrepancy J: Audio con ferencing services were provi
billed (including interest charges) or reduced ¢
examination period.

The discrepancy occurred because the employee respon,

policy is being enforced and followed. This servigsg

party vendor. Any decision to provide this service Hiter

made only if an acceptable billing solution ean be

Discrepancy K: Private line circuits for in-region intert..
communication services were provided b
(including interest charges) or reduced 1o w,
examination period.

The issue for this service was deternmining bow to jgsup 5

not accepting data which then resulted in no bifling, o

This occurred because a Section 271 protection was bail §

region interLATA services could niot be offored. To fx

a manual process was implemented to identify ail o

service. In order to ensure that accurate billings are proc




information has been entered into a database selich will foodt the

Discrepancy L: Calling card services were provided but ool seduce
during the examination period.

This discrepancy was discovered by COmpRring s

billings. It was not discovered on a tmely basis oy

reducing services to writing a 272 checklist is be

provided by the 272 Affiliate to the Qwest BOC. Th

will have responsibility for monitoring the cheeklist to i

in a timely manner prior to si enature. Additiona

training to all involved organizations and emiploys

Uhereby swear and affirm that the statemant

SUBSCRIBED AND SWORN hefore me this

My Commission Expires:

2/)1/e4
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DECLARATION OF PHILIF 3.4

I, PHILIP J. JACOBSEN, declare that:

1 am a Certified Public Accountant and & partner of KPMG 1
Street, Suite 2300, Denver, Colorado 80202 EPMG, with
clients through member firms in 152 countries. |am &
practice at KPMG and am the lead parther i it g
communications indusiry.

During my 13-year career, I have been siast o
accounting matters in the telecommunications indusiry. faa
clients in the tclecommunications industry and sureeniby a2

relating to affidavits filed by Bs. Marie 8¢
“affidavits™). The Affidavits discuss astions b
and Owest Communications Corporation {ihe "Jwest |
findings set forth in KPMG's Report of Independent Py
Report™. The KPMG Report was issued in soresiion with
Qwest Corporation’s assertion of management with rEspect |
277 of the 1996 Act and related FCT niles and regulations
result of the recommendation of the Multistate ¥

September 21, 2001 (the "Liberty Repott™.

Specifically, the Affidavits addressed nes cassrols
BOC and the Qwest 272 Affiliate had implement
in the KPMG Repost. [n the Affidavits, it vwas sty '

would be in place by December 3, 2004, with the sxvepiion of W sow otk
implemented by December 31, 2001

in summary, Qwest implemented the specific controls a3 stipuls
address Discrepancy G from the KPMG Repor, whizh wa
Certain controls scheduled to be implemented subsequent 15 1)
Brunsting affidavit) were not tested. Additionally, Drsest B
KPMG Report by posting the transactions to the (peest wel
Our testing was directed anly a1 the new eprrols and con
include an assessment of the owerall design and
enhancements.




SCOPE OF DECLARATION

The new controls and control enhancessents dise
as follows:

Marie Schwarty éff davit {related to west's BOCH

I. The Business Unit Affitiate Yo
will review the calgulation
cost (“FDC™) and fair markst wﬁ
been compietgdﬂ

them to verify that s FMV meﬁ i ¢

pecformed for all services,

Regulatory Accounting sumer

verifying on a quanerly basts tha &

been received.

4. Emplovess at the access contivk oen
ensure that a valid departm
provided.,

5. Monthily requests for bill
strengthened o remind
how minimal, needs !

6. Qwest 1 inttiating ad
compliance with Sextis:

(7]

1. QCC correated alt of th
the transaction on the weabss mf

these transactions by Ne ‘
exception that cateh up ,
than Diserepuaney M aro bejgg |
a 59,000 adjustrrent Relaved 5o

_booked in Novearber 1001

2. The Business Uit ;
will reviow the calouletion ©
cost ("FDC"r and Sy marbes
been compieted,




bJ




%}

Schwartz No. 1 — The Business Unit Affiliate Manager (“BUAM™Y supervisor
calculation to ensure both a fully distributed cost (“FDC™) and fair market value {"F
has been completed. (Related fo discrepancy A in the KPMG Beporl)

it 1

Description of Control

The Qwest BOC has implemented a new control whereby the supervisor of the BUAM 3
managing real estate services (space and furniture rental} provided to the Qwest 272 Afhhate malsl e
review for each component of the service (e.g., sach building) to ensure that a FMV study was eond
compared to FDC for proper pricing of the service based on the FCCs alfiliate wansaction rule
order without this support will not be processed by the BUAM.

KPMG Testing

KPMG received from Qwest the following documentation and performed the fullowing testy regarding tus
new control:

Received from Qwest ‘ B KPMG Testing

The written policy setting forth the control. Read the new policy. nating that it set fo
specific steps to be taken by the ral es
services BUAM and the BUAM 5

Signed statements from the real estate services | Read the signed statemants, nioting that

BUJAM and real estate services BUAM steps to be performed per the signed stitmndnt

supervisor indicating their knowledge of the agreed to the new polity and that the real o3

new control. services BUAM and BUAM supervisor siged
the statement.

Contact information for the real estate services | Interviewed the real estarz services Bl

BUAM and BUAM supervisor., BUAM supervisor to vieiy th
made aware of the new contee

Conclusion

Based on the testing performed, the control requiring the réal estate services BUAM supervisor i review fae
FDC and FMV comparison had been implemented as of December 3, 2001. -

117 CFR

("9}
)
15
~
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Schwartz No. 2 — The Regulatory Accounting organization will expand its control shesets tu provide
sdditional detast which will allow them to verify that a FMV and FUC study has been peeformed for
all services. (Related to discrepancy A in the KPMG Reporr)

Description of Control

The Qwest BOC has implemented a control enhancement whereby the Regulatory Accounting crganization
will expand its contro} shects to provide additional detail, which will allow them to verify that a FMV aad
FDC study has been performed for all services. The Regulatory Accounting organization expanded the
control sheets to add language that requires a review for work orders related to managing resl estate services
(space and furniture) provided to the Qwest 272 Affilinste. This review will be performed for each
component of the service (e.g., each building) to ensure that a FMV study was conducted and sompared to
FDC for proper pricing of the service based on the FCC’s affiliate transaction rules.

KPMG Testing

KPMG received from Qwest the following documentation and performed the following tests regarding this
new control;

Received from Qwest KPMG Testing

The written policy setting forth the control. Read the new policy, noting that it includes
language which states for real estate services, a |
companson of FMV to FDC for sach pricing
component must be performed. Additionally,
we interviewed the Regulatory Accounting
organization personnel and determined that
they were aware of the control enhancement.

Access to expanded control sheets. Reviewed the expanded control sheets noting
the addition of language which requires thuta
FMYV study be performed for cach affiliate-
billed property.

Conciusion

Based on the testing performed, the control concerning updated controf sheets had been implemented. as of
December 3, 2001.

5




Schwariz No. 3 ~ Regulatory Accounting supervisor to review control sheets verifying on a guarterly
basis that alf decumentation has been reccived. (Related to discrepancy B in the KPMG Reportj

Description 2f Control

The Qwest BOC has implemented a control enhancement whereby the Hegulatory Accounting supervisor

will increase the frequency of control sheet reviews for required pricing information from an annual to
quarterly basis. The Regulatory Accounting supervisor will now review control sheets cach quarter for
required information instead of only during the re-pricing period,

KPMO Testing

KPMG received from Qwest the following documentation and performed the following tests regarding this
new cantrol:

Received from Qwest KPMG Testing

The written policy setting forth the control. Resd the new policy, noting it includes
language which states that the Regulatory
Accounting supervisor will review control
sheets on a quarterly basis for required

information.
Contact information for Regulatory Accounting | Interviewed the Regulatory Accounting
personnel, supervisor responsible for control sheet reviews
noting that the supervisar is aware of the
control.

Couclusion

Based on the testing performed, the control requiring a quarterly review of control sheets by the Regulatory
Agcounting supervisor had been implemented as of December 3, 2001.




Schiwartz No. 4 — Emiployees at the access control centers will be retrained to ensure that a valid
department of responsibility code will pe provided. (Related 10 discrepancy E in the KFPMG Repori)

Description of Control

The Qwest BOC has implemented a new control whereby employees at the access control centers will be:
retrained to ensure that a valid department or responsibility code will be provided. The training will-enforce

the requirement to provide a department or responsibility code to track and biil for Photo ID services related
to employees that receive photo ID badges.

KPMG Testing

KPMG received from Qwest the following documentation and performed the following tests regarding this
new control:

Received from Qwest \ KPMG Testing i
Access to new training material. Rend the new training material, noting it
‘ includes a statement that the responsibility
code (RC) or department code (DC) are
required information and must be obtained
i | prior to the issuance of the ID badges.
| Access to listing of employees that are required | Reviewed the listing of employees required 1o K
to attend training and acknowledgement forms attend training. Reviewed acknowledgement |
stating whether training was received. forms and received email confirmations from
employees that attended the training
e acknowledging they are aware of the policy.

Conclusion

Based on the testing performed, the control that employees at the access control centers will be-retrained:to

ensure that a valid deparmient or responsibility code will be provided was implemented as of December: 3,
2001.
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Schwartz No. 5 — Monthly requests for billing information have been strengthened to remind

employees that 2ii time, no matter how minimal, needs to be reported. (Kelnted fo discrepancy F in:the
KPHMG Report) '

Description of Conirol

The Qwest BOC has implemented an enhanced control whereby monthly requests for billing information
have been strengthened to remind employcces that all time, no matter how minimal, needs to be reported,

KPMG Testing

KPMG received from Qwest the following documentation and performed the following tests regarding this
control enhancement:

Received from Qwest KPMG Testing .

The written policy setting forth the control. Read the new policy, noting that this-policy
indicated all time must be reported. ,

Contact information for the QC Senior Interviewed the QC Senior Finance/Business

Finance/Business Analyst responsible for Analyst to verify that in e-magil was sent as of

requesting billing information. December 3, 2001 that included a reminder that
all time must be reported.

E-mail sent to QC finance business function Reviewed the e-mail confirming that it

owners reminding them that all time must be reiterated the policy that all time, no matter

reported. how minimal, must be reported.

Coneclusion

Based on the testing performed, the control enhancement conceming the reminder that all time must:be
reported had been implemented as of December 3, 2001.




#

Schwariz No. 6 — Qwest is initiating additional trainiog that will reinforce compliance with Section

272(b)(2) and Section 272(b)(5). (Related to all discrepancies in the KPMIG Report)

Description of Control

Qwest has implemented a control enhancement whereby additional training will be initiated that will

reinforce compliance with Section 272{b)(2) and Section 2T2(BY5).

KPMQG Testing

KPMG received from Qwest the following documentation and performed the following tests regarding Wiy

control enhancement;

Reveived frum Qwest

KPMG Testing

The BUAM Section 272 and Affiliate
Transaction Refresher Training materials.

Reviewed the BUAM Section 277 and Affiliate |
Transaction Refresher Training maténals. The
training included references to requircnients
with respect to Section 272{bX 2} and Section
272 (b5}

Training schedule and target audience.

Reviewed the training schedule. Scetion 272
and Affiliate Transaction Refresher Training
for BUAMS occurred on Movember 28, 2001,

Contact information for QC's Director of 272
Compliance to explain how requirements to
attend the training were communicated.

Interviewed QC's Director of 272 Complidnce
who indicated that the QC Director of FCC
Regulatory Accounting had sént an esmail to
all RUAMSs requiting that they anend this
mandatory training.

Acknowledgement forms completed by the
BUAMSs acknowledging that they understoed
the BUAM Section 272 and Affiliate
Transaction Refresher Training that was
presented.

Reviewed the acknowledgement forns and
received e-mail confirmations from alt of the
BUAMs with Section 272 responsibilities. All
BUAMs who either attended the training on
Movember 28, 2001 or reviewed the training
materials acknowledged that they understood
the BUAM: Section 272 and Affiliate
Transaction Refresher Training miaterialy,

Conclusion

Based on the testing performed, the control enhancement to initiate additional traming. t¢ reinférce
compliance with Section 272(bX2) and Section 272 (b)(5) had been implemented as of December 3, 2061,




Brunsting No. 1 - QCC corrected all of the identified discrepancies by posting the transaction: on the
website 2nd by billing or booking these transactions by November 15, 2001, with the excepiion that
catch up billings for all discrepancies other than discrepancy H are being billed in November 2001 sdnd
2 $9,000 adjustment Related to discrepancy C that is being booked in November 2001. (Relared 1o all
discrepancies in the KPMG Report)

Description of Control

QCC has corrected all of the identified discrepancies by posting the transactions on the website and by
billing or booking these transactions in November 2001.

KPMG Testing

KPMG received from Qwest the following documentation and performed the following tests regarding this
new control:

Received from Qwest KPMG Testing
Evidence (e.g., invoices, journal entries, Reviewed invoices, journal entries, and posting
posting sumimaries) that all postings, billings, summaries which were made to correct the
and bookings that took place to correct the identified discrepancies. We considered the
identified discrepancies that occurred. general ledger accounts to which the journal

entries ware posted and whether if paralle]
entries were made to each affiliates’ books.
Also, we evaluated if the journal entries
baoked were consistent with management’s
estimates in the KPMG Report. Lastly, the
(Qwest website was reviewed to determine if
postings had occurred ta correct the identified
discrepancies.

Conclusion

Based on the testing performed, QCC has corrected all of the identificd discrepanvies by posting the
transactions on the website and by billing or booking these transactions in November 2001.




1o ensure both a fully distributed cost "FUL” and fair market valug “FMV™ snalysis hag Heew
completed. (Related to discrepancy C in the KPMG Repors)

Brunsting No. 2 — The Business Unit Affiliate Manager “BUAM" supervisor will seview the caleulation

Description of Centrol

The Qwest BOC has implemented a new control whereby the supervisor of the BUAM responsible
managing real estate services (space and furniture rental) provided to the Qwest 2 Adibbag o
review for each component of the service (e.g.. each building) to ensure that a FMV i : ,
compared to FDC for proper pricing of the service based on the ECC's affiliate ransaction tiles. Any sk
order without this support will not be processed by the BUAM.

KPMG Testing

KPMG received from Qwest the following documentation and performed the follawing tests regarding thiv
new control:

Received from Qwest ,  KPMG Testing N
The written policy setting forth the control. Read the new policy, hoting thal it set forth the
- specilic steps to be taken by the reat edtate
services BUAM and the BUAM ,
Signed statements from the real estate services Read the signed statements, noting that th

BUAM and real estate services BUAM steps 1o be performed per the s d ghatemient
supervisor indicating their knowledge of the apreed to the new policy and th

new control. services BUAM and BUAM supervisor signed

B 1he sintement
Contact information for the real estate services ; Inlerviewed the real cshite servi
BUAM and BUAM supervisor. BUAM sapervisor 1o verity that they
- made avnre of the ew control by Jeseml
2001 and that they had gigned (he statement,

Counclusion

Based on the testing performed, the control requiring the resl estate services BUAM supervisorio review for
FDC and FMV comparison had been implemented as of December 3, 2001,




Brunsting MNo. 3 - A 272 checklist is being established to rack all new sepvices provided By ih
277 Affiliate to the Qwest BOC. The QSC Director of Corporate Accountiag will have responsin
for monitoring the checklist to ensuré all items are completed in 3 tippely mRAREr iRelated
discrepancy C in the KPMG Report)

Description of Control

A new control has been implemented whereby a 272 cheeklist is hetng estabtishe
necessary information required to process all new or amended services provided by b
to the Qwest BOC. The QSC Director of Corporate Accounting will have responsibih
checklist to ensure that all items arc completed in a timely A RACE PEIOE O STERATGTE

KPMG Testing

KPMG received from Qwest the following documentation and performed the following tests reganding hiy
new control:

I Roreived fromQwest | UDMG iesting .. _
[The weitten policy setting forth the control Read the new policy, noting th % g checklist s
ensure that this process ERblty s !
; amendiog & gervice is followed o atimely
| graAnnRL. _ ok
Contact information for the QSC Director of Tnterviewed the QSC Directord Carptal
Corporate Accounting. Accounting. The (5 Director piCorporate
- Accounting cared that he witl be rasponsible
 for complet 1 i e cheekiist for
\ e task ot gisting
| |
% ©} priot w signature , _ ,,,
The new checkiist established to rack allnew | Reviewed thenew checklist, 1 4 :
services provided by the Qwest 272 Affitiate to | information reguired 1w be calledist s
the Qwest BOC. - complete the process GEeswblishing a newor |
t amended task arder, b

Conclusion

Based on the testing performed, the control described above had beer implemented as if Decenbrr

|
5
|



Brunsting No. 4 — An FDC model that is compliant with the FCC's zfliliate rules has riow hecn

developed and will be used for all the Qwest 272 Affiliate priving. (Relaied 1o discrepuncy D in the
KPMG Report)

Description of Control

The Qwest 272 Affiliate has implemented a newly developed FDC model to be used by the Qwest 272
Affiliate when pricing its services.

KPMG Testing
KPMG received from Qwest the following documentation and performed the following tests regarding this
new control:
Received from Qwest KPMG Testing
The written policy senting forth the contral. Read the new policy, noting it states that each
of the nonregulated affiliates has its own FOC
pricing model and also cxplains this process for |
‘ using this model for pricing services. :
The newly created model. Reviewsed the model noting it was dﬂ’lgﬁfﬁ "

calculate FDC. N B
Training material sent to the user of the model. | Reviewed the training material sent to the users
of the model, noting it stated FIDXC must be
calculated using the atliliate’s FDC model and
provided references to identify the location of
the updated MAT on the Qwest intranct

website. , N
Contact information for QSC Director of Interviewed the QSC Director of Corporate
Corporate Accounting. Accounting noting that the model was created

for developing FDC pricing for QCC sarviges.
Reviewed training material noting it discussed
that each affiliate has its own FDC pricing
model.

Conclusion

Baced on the testing performed, the control thar a new FDC mode! has been developed that meets the FCC
requirements used by the Qwest 272 Affiliate had been implemented as of December 3, 2001.




Brunsting Mo. 5 — The controller of Qwest Network Construction Services (**QNCS™) te inform the
(west 272 Affiliate of any new or proposed transactions. (Related to discrepancy H in the KPMG
Reépory)

Description of Control

The Qwest 272 Affiliate hias implemented a new control whereby the QNCS Controller will send telephone’
sidfor email notification o the QSC Director of Corporate Accounting notifying themn uf any new or
proposed service to be offered by the Qwest 272 Affiliate to the Qwest BOC.

KPMG Tesiing

KDMG received from Qwest the following documentation and performed the following tests regarding this:
new controb:

. Regeived from Qwest KPMG Testing
The written policy setting forth the control. Read the new policy, noting it states that the
QNCS Controller to inform the QSC Director
of Corporate Accounting of any potential QCC
to QC transactions that come to the QNCS
, Controller’s attention.
1 Contact information for the QSC Director of Discussed the new policy with the QNCS
Corporate Accounting and the QNCS Controller and the QSC Director of Corporate
Controller. Accounting noting that they were both aware of
the new control.

Conelusion

Based on the testing performed, the control that the QNCS Controlter will inform the QSC Director of
Corporate Accounting of new or proposed services had been implemented as of December 3, 2001,
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Brunating No. 6 ~ The Director-Corporate Accounting will request a review of the billing system
guarterly o identify new transactions from QNCS. (Reiated to discrepancy H in the KPMG Report)

Description of Control
Thie Qwest 272 Affiliate has implemented a new control whereby the QSC Director of Corporate Accounting

will request on a quarterly basis that the QNCS Controller perform an inquiry of transactions in the billing
system w identily new servives from QNCS.

- KPMG Testing
KPMG received from Qwest the following documentation and performed the following tests regarding this
nEw Lontrol;
. Received from Qwest KPMG Testing
The written policy setting forth the control, Read the new policy, noting that it states that

the QSC Director of Corporate Accounting will

send a formal request, on a quarterly basis, 1o

the QNCS Controller to review the billing

database in order to identify transactions for

‘ services from QNCS,

| Contagt information for the QSC Director of Discussed the new policy with the QNCS

i Corporate Accounting and the QNCS Controller and the QSC Director of Corporate
Controller. Accounting noting that they were both aware of

the new cdntrol. Additionally, reviewed copies

of screen-prints from the billing system with

the QSC Director of Corporate Accounting and

the QNCS Controller noting thatthey were

both familiar with the information required to
fulfili this control.

Conclusion

Based on the testing performed, the control described above had been implemented as of December 3, 2001,




frunsting No. 9 = Personnel changes were made and Company policy is being enforced and followed,
This service is now being provided by a 3rd party vendor. (Related o discrepancy J in the KPMG
Repory)

Dexcription of Control

QLC has implemented a new control whereby audio conferencing services are now being provided by athird
party wendor, Additionally, personnel changes were made and follow-up with employees will be conducted
a1 & monthly basis.

KPME Testing

KEMG received from Qwest the following documentation and performed the following tests regarding this
waw sontrol:

e ‘Received from Qwest KPMG Testing

" The written policy setting forth the policy Read the new policy which was communicated
sssaciated with a third party vendor will to Qwest employees through e-mail. Qwest

| provide audio conferencing services. employees received these e-mails on November

5, 19, and 28, 2001 stating that audio
conferencing services should be changed from
the Qwest 272 Affiliate to the third party
provider by November 30, 2001.

Additionally, the Chief Financial Officers
(CFO) of all Qwest business units received an
e-mail from the Qwest CFQ and the Qwest
Controller on December 3, 2001 stating that it
is the responsibility of each CFO to ensure
compliance with regulatory requirements
within the business units.
{The contract with the third party vendor Reviewed the contract with the third party
supplying Qwest with audio conferencing vendor which states that that they will provide
gervices and associated invoice from the third | audio conferencing services to Qwest. The
+ parsy wendor to Qwest for the performance of effective date of the contract is July 23, 2001
sRevices. and the contract expires August 31, 2002.
Additionaily, the November 30, 2001, third
party invoice was reviewed that showed that
audio conférencing services were billed to
Qwest by the third party vendor.
" amiact information for QC's Director of FCC | Interviewed QC’s Director of FCC Regulatory
| Bugulsiory Avcounting regarding the personnet Accounting regarding the personnel changes
- clianges that were made. that were made. The cmployee who was
responsible for the processing of the bill and
ensuring that it was recorded was relicved of
her duties prior to December 3, 2001.




KPMG Testing J

“Keceived from Qwest

information for the Director of
hasing-Procurement, Lead

ceiBusiness Analyst-Procurement, and

| Sewior Director - Customer Financial Services
| & determing how compliance with the new

% palicy will be monitored.

Qwest management represented that they will
review all audio conferencing activity
beginning November 30, 2001 on a monthly
basis. Qwest management will follow-up with
employees that fail to use the third party
vendor and reinfurce that Qwest policy must be

followed.

-

Lonelusivn

Based on the testing performed,
pravide audio conferencing services,

of December 3, 2001,

personnel changes were made, a third p
and a control requiring €

arty vendor has been contractedito

mployee follow.up had been implemented-as




A maual process was implemented to identify all circuits and rates being used for
tion Services (“OCS™. In order to ensure that accurate bitlings are processed-on

¢, (519 infarmation has been entered into a database which will feed the monthly billing
. §Retuted 1o itisereparcy K in the KPMG Report)

sripting of Controt

few control whereby private line circuits (snd associated rates) used fur OCS will
sriture timelycollection of the data for billing purposes.

KPMG Testing
Reviewed the policy that was verbally
communicated to Qwest vice presidents in the
finance, network, and facilities cost business -
functioris prior to December 3, 2001 and
reviewed the e-mail sent by the Executive
Director Federal Regulatory Strategy on
December 5, 2001 reminding management that
all private-line services from QCC to QC must
be compliant with Section 271 and 272 rules.
This e-mail was sent to Qwest vice presidents
in the finance, network, and facilities cost
business functions which: are responsible for
providing:and accounting for private line
services to Qwest affiliates.
Reviewed the proc_iess flow documentation for
the manual process that has been-developed.
Discussed:it with the QC Director of FCC
Regulatory Accounting, Internal
Communications-Contractor, and Senior
Director-Customer Financia) Services noting:it
was the process used to identify all circuits and
rates uses for OCS.
S rhation in order 10 interview for | Inmerviewed the QC Director of FCC

fur of PO Regulatory Regulatory Accounting and Internal
 and lnternal Communications- Communications-Contractor noting that they

were aware of the process used 1o ideintify all
circuits and rates uses for OCS,

Interviewed the Senior Director — Customer
Financial Scrvices regarding the billing of
circuits manually identified. We noted that a
process has been developed o load circuit and
rate information received from the Intemnal
Communications — Contractor into the QCC |
1 billing system in order to bill QC,




iting perfarmed. the coatrol requiring a manual process was
wssﬁ ratas being used for OCS. Also, to ensure that billings are proce
& been engred into a darabase which will feed the monthly billin

R eesented as of Begember 3, 2001.

implemented to identify-all
ssed on a timely basis; this
g system. This control was




fiah 173 checklist is being established to track ali new services provided by
#st BOC., ‘The Director-Corporate Accounting QSC will have
cklist to ensure all items are completed in a timely manner.

wd whureby a 272 checklist is being established 1o ensure that all
a1 s required 1o process all new or amended task orders provided by the
RO, The OSC Director of Corporate Accounting will have responsibility
suife that all items are completed in a timely manner prior to signature,

Crwest thie following documentation and performed the following tests regarding this

. KPMG Testing

Read the nesw policy, noting that a checklist to
- ersure that the process estahlishing or
amending aservice is followed in a timely
manner,
T Tnerviewed the QSC Director of Corporate
Accounting, The QSC Director of Corporate
Accounting stated that he will be responsible
for completing and monitoring the checklist for
new task arders and amendments to existing
task orders-to-ensure that all necessary
information required to process task orders and
amendments is completed in atimely manner
prior to signature,

Reviewed the new checklist, noting the
information required to be collected to
complete the process of establishing a new or
amended task order,

nesiag petfmed, e comtrol deseribed above had been implemented as of December 3, 2007




1 e following documentation and performed the following tests tegarding this

KPMG Testing
Reviewed the training plan for Section 272
Reinforcemant and Supplemental Training
noting that the materials provided guidance
rogarding Sectinn 272(h)(1), 272 (h)(5), and
?'}7(_c,}(2) requirements,

The materials indicate that training will be
delivered through the Qwest 272 website and
an acknowledgement form will be required
{rom each employee who has been targeted for
the training, Additionally, the employee will
have one week after receiving the e-mail to
review the training materials and to sign the
acknowledgement form.
[ Tnterviewed QCC's Director of 272 Business
Development regarding when the plan was
developed und the targeted audience for the
training noting that the plan was developed
prior to December 3, 2001. The targeted
audiente for the waining will be QCC, QC, and
(5C management employges. The proposed
schedule is to complete the training by the end
of January 2002,

fpedd, asdditional Training to reinforce compliance with Section 272(b)(2) and
ey implemanted as of Diecember 3, 2001,




e above, [west management requested that KPMG review the
it part of e Schwartz and Brunsung atfidavits:

 services regarding out-of-region long-distance orders were
1uding Interost chinrgesy or reduced to writing during the

sival teaining o reinfores comphiance with Section 272(b)2) and Section

%

e vhg Tsllowing documentstion and performed the following tests regarding this

. S KPMG Testing
aeirnn | Read the new policy, noting that this policy
- indieated Alf Hitne must be repprted, ,

“Rewnewed the BUAM Section 272 and Affiliate
Ry Transaction Refresher Training materials. The
training included references to requirements
 with respect to Section 272(b)(2) and Section
272 (b3, ,
“Raviewed the e-mail dated December 3, 2001
1o Business Unit CFOs noting it stated the
simphasis on compliance with Section 272
1 Jegulatory rules,

21

e




NCLUSION

fie feating perfotmed above, it is my opinion that the Qwest BOC and the Qwest:272
- jmpleriented the new controls and control enhancements that were scheduled for
pitier 3, 2001, as stipulated in the Affidavits. All systems of internal sontrol;-no
fipned and operated, are inherently limited, such as control breakdowns caused: by human:
ng, human errors or mistakes, management override and fraud. While no internal
% agarsntee that all control ohjectives aro achieved, the new controls and control
wirised gbove) implemented by Qwest appear to strengthen the overall control environment
 §action 273 complisnce and should minimize the types of findings presented in the KPMG

deg - deefaration,

: patinity of perjury that the foregoing is true and accurate to the best of my knowledge and

i)

- /Phi)ip!,)acdbse.n‘

GBT B day of Dvember 2001,

% 50 SWORN before me this _L\:PL day of December 2001.

AT/

Notary Public,
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war at Owest to change the way the world communicates, we
s susortunities In a dynamic and competitive global

1 the change, one thing that must remain constant is our
! to act with integrity and to conduct business

derice of our customers, shareowners and employees remain
if assels and our reputation for honesty and integrity depends on
i dpbisions we make every day.

g Code of Conduct is so important.

Code armphasizes our commitment to executing work
pEliante.

+ 1t fiks our vigion, business priorities and standards of conduct.
« 'The Code recoanizes that we are faced with difficult decisions ina

jirig industry, and provides a framework and resources
s make the right legal and ethical choices.

iaw 1his booklet carefully, ask questions 10 clarify how the

10 your job and report known or suspected violations. Let
rve 35 @ quide to your conduct in meeting customer and
w gpactations.

Sincerely,

Joseph P. Nacchio
CHAIRMAN AND CHIEF EXECUTIVE OFFICER




i o build shareowner value by becoming the market leader for worldwide
s Intarmet communications and application services.

st e customer first, At Qwest, customer service is our top. priority. We-are:
y tustomer standards. ‘

are eomimitled to creating shareowner value through growth, continued
tion with excellence and speed to market.

+ W are a team of innovators, demonstrated by our leading-edge technologies and
g pproach to serving customers. We are results driven and accountable

ol Gur pedormance.

s 9 work hart, smart and fast to deliver innovative products and services.

« We demonstrate teamwork, flexibility, commitment, discipline and professionalism,

g by example through our words and actions.

+ i are committed to open, honest and candid communication with all employees.

- W act with integrity. We conduct business safely and according to the highest
standards of fegal and ethical conduct, believing our reputation is key to-our success.




About the Code of Conduct

e st read and use the Code to help ensure that business decisions follow our
sent 1o ethics, our policies, and the law. Adherence to the Code and policies is
5t o enbancing our ethical reputation among customers, shareowners, and
i,

g Cade and policies are a guide to legal and ethical conduct at Qwest.

« Raview {his entire booklet, Think dbout how the Code and policies relate to your
sl g consider how you might handle situations to avoid illegal, impraper, or
yrsethical attions.

u Bave guestions, ask your supervisor, Hurnan Resources representative, Legal
ro ot the Corporate Compliance Advice Line (800-333-8938).

« The Code applies worldwide to all employees and others who represent or act on

¥ Hpdpw the corporate policies that are applicable to you and your job. Understand
grtvat ihey require of you and where to ask for assistance.

Zmplayess who violate this Code and corporate policies may be subject to disciplinary
s - up fo and Including termination of employment.

Make Fthical Decisions

#

sy or policy will sometimes dictate the required conduct to make an appropriate
More often, you must interpret the situation, seek advice and make ethical

wnen facing a siluation, ask these questions:

s fee there laws and reguiations to consider?




#*

s the gecision comply with Qwest policy and this Code?

tiis decision atfect you and others (customers, shareowners, suppliers,

satners, sampelitors, Qwest, and other employees)?

ve Tioes thie decision look to others? Even an innocent action can have the
e of wrongdoing.

Hows seniild 1t Took if this decision were made public? Could it be explained?

spations will arise from this decision? Would additional advice be helpful?
grvisor is usually o the best position to help. Contact the Corporate
oo Arvice Line if you need additional assistance.

%‘% spected to recognize and report actual or potential problems and seek advice
i & 1 question. If you observe or suspect a violation of the law, the Code or
HOIES, fﬁp{i{f it o your manager, or to the Corporate Compliance Advice Line

534, Owest investigates reports of suspected violations. Employees who, in
5, report suspected violations, will not be subject to disciplinary action.

4 ke anonymous reports. We will attempt to keep your name confidential if
prymous reports, However, if we determine that we should reveal an
w5 ddant {y 1p enforcs this Code or to comply with applicable law or judicial
B i Wil




g zee responsitle if you violate the Code even if you report the violations.

1 discigling managers who condone, permit, or fail to take appropriate action
s iiegal, ubethical or improper conduct of others.

s thee ynigque contributions of each individual employee. We trust that as
shie rembers of the Qwest team everyone will treat one another with courtesy,

i ignity, Managers at Qwest maintain an "open door” policy regarding

& guestions. You are responsible for maintaining a professional and productive
repmient and should bring questions and concerns to your manager.

sets paual employment opportunity and complies with affirmative
uirstiants. Do not discriminate or harass on the basis of race, gender,
i awientation, religion, national origin, disability or covered veteran status. You

+:

{ narassoment is illegal and strictly prohibited. Sexual harassment can include

: sal advances, requests for sexual favors, unsolicited physical contact,
e iin?"mﬁm pifensive verbal, visual or physical conduct of a sexual nature,
¢ fewd remarks, unwanted hugs or touches, offensive jokes or visuais,
’wzﬁg and sexually explicit material.

mprt can manifest itself in subtle ways. Actions made without any inten-
54 may upset or offend others. Even conduct that does not rise to
miawlul sexual harassment may violate Qwest policy and be grounds



in the best interests of Qwest and safeguard our reputation from any con-
tarest or aven the appearance of a conflict. Avoid any investment, interest,

- aetivity that may cause others to doubt your judgment or integrity, or-that
& with your abifity to perform job duties objectively and effectively.

101 suservise relatives or exercise direct or indirect influence over other
t decisions involving your relatives.

fi%amimr& of your family have financial interests in a competitor's ar supplier’ s
-_:;mw Ihc,!&,s? interests to impact your ability to make impartial




o st sbviain advance approval from Legal Affairs if you plan to serve on an outside
board

nrotit, non-profit, technical advisary). Report all time spent on outside
tisg 18 personal or vacation.

a job outside of Qwest, it must not interfere with your ability to make

i the company’s best interest or to perform your duties on behalf of Qwest
g requirad business hours. Employment by a supplier or competitor is a conflict
st and is not allowed unless approved by Corporate Compliance.

irect investment in stock, warrants or options issued by any other
t if the other company has a commercial
of interest, Legal Affairs must

"friends and family" programs.

smptoyee’s d
wwany may creste a conflict of interes

ity ristationship with Qwest. To avoid a conflict
Aaprove, it advance, all direct investrnents, including

Yo musst notity your supervisor and Corporate Compliance prior to seeking or being
appointed to public office, ,

arasts conflict with those of Qwest when:you use your positien (directly-or -
for private gain, to advance personal interests or to obtain favors. Fyou

4 position to make or influence a decision regarding a business transaction:
ything of substantial value

?i%@?’?ﬁﬁéﬁ Owest and a third party, you must not accept an
from thit party.




1 Or accepting any item, Including cash or its equivalent, that could be
o a8 2 bribe or kickback, or that could give the impression of trying to influence
futfmant.

# and infrequant offer or acceptance of refreshments, meals or

fi cohection with business discussions is an acceptable business
songisient with departrmental procedures, business expense guidelines, and

¥ approved).

% apply 1 gavernment officials and employees. Understand applicable
B when doing business with government agents or employees. Exercise good

f ﬁ? law. For more information, contact Policy and Law or Corporate
U Lmﬁuat businass mternatmﬂany, understand and obey all applicable

bits all employees and others from buying or selling Qwest securities
er companies under certain conditions) based on information not
aiable that could affect the price of the securities. Do not disclose or use
angl gain non-public information acquired by reason of your relationship

g proposed acquisitions or divestitures; and strategic plans or
Ay aboast significant changes or developments of Qwest or a company that
; (i business with Qwaest,

adte Dwast stock during "no trade periods” if you have been notified that you
ol 1 s vastriction.



st pratect Gwest's assets, safeguarding them against loss, damage, misuse or theft,
16 42 50 has § direct impact on Qwest's profitability and ultimately on all of our

&, but are not limited to: employees, facilities, property, equipment,
shings, tools, supplies, funds, time, communication systems, records
o formal - paper and electronic), information, trademarks, copyrights,
s, e secrels and other intellectual property.

assits anly for legitimate business purposes. Do not access company

r yve Qwest assets for personal reasons, Qwest may inspect, disclose and

= Cosirol over any and all of its documents, communications systems, equipment,
#nd other property at any time, with or without notice.

Qwest commits to protect the environment through
ks B reduce the demands/impacts of our business on natural resources and the
ranl. We also promote various customer services that offer environmentally friendly
y iransporting people and goods,

bility for making environmentally responsible decisions. Our

at poticies help you perform your job in an environmentally responsible
pliance with applicable laws/regulations. You must report

ntal zards 1o your manager, who will take corrective action as necessary, after
dth Environimental Health and Safsty (EHS),

Qwest commits to providing you with a safe and healthful
erognized hazards, Meeting this commitment is a responsibility shared

B of its employees.

: % jeb-speeilic training, tools and resources to facilitate compliance with
E satety and health laws/regulations and we expect employees to follow



ines. Managers are responsible for ensuring employees receive
g and for erforcing all applicable safety policies and procedures

immadiately to your manager. Work-related accidents must
ait (1-800-654-2525 or 1-866-UNICALL). Managers are also

4l peeidents. EHS is available to assist with accident investigations.
s st contact BHS prior to beginning an investigation involving a

§ porty Habitity.

e st alsy be reported to your manager. If an unsafe condition exists,
BrassAry warnings or correct the situation as soon as possible.
- et in the evaluation of these situations and to provide guidance in
Wiitions.



T preserve employee safety and security, we forbid weapons,
itiny, explosives, incendiary devices, and cases/holsters/sheaths for
W proparly, in cotpany vehicles, in the workplace or while acting in
ity. Additionally, we will not tolerate acts or threats of violence (e.g.,
1 -~ vorbal, written or visual — gestures, and behavior).

fust threatens the safety of employees or property or has the potential
olgnt 1o Securily (888-879-7328), your supervisor, Human Resources
By or the Gorporate Compliance Advice Line (800-333-8938).

Off-duty misconduct may adversely affect workplace safety,
si Tor daty, or Qwest's corporate image. Managers must report any known
goaviction of any employvee for a felony, misdemeanor or any other criminal
W ﬂGfﬂ{??’*‘i’i@ Compliance Advice Line {800-333-8938). Employees who are in
x arsitions or who operate motor vehicles or aircraft must immediately
raffic Hokets and violations to their supervisors.

Qwest may conduct background verifications. for any
mi. Depending on the circumstances, employment, transfer or promotion
ated based on the information obtained.

The trust and confidence of our customers and shareowners,
the hgalth and safety of our employees, depend on a workplace free from the

| ot flﬁ*}ﬂbﬁ’é‘fﬂw You are forbidden to sell, distribute, manufacture,
saess, transter or use illegal drugs or controlled substances during the work
'%tﬁﬁ, ﬁf on Qwest premisesﬁ Ymu must not possess or use aloohol when

Lk {i“ﬁ%ﬁi muﬁt t:$0 0 res;sonsibly.

% wafif to work due 1o the effects of alcohol or drugs are subject to disciplinary
1y gntd including termination from employment, We reserve the right to conduct
sngreh and screening procedures consistent with applicable laws.

piber alcohol or substance abuse monitoring or ignition interlock
installed in any vehicle used for company business.



You must comply with the level of access control (including display
arented in the facility or building where you work. Allow only

i the warkplace and escort visitors throughout Qwest facilities.

You are responsible for any personal belongings or valuables

ficigs, Communication systems include but are not limited to:
hones, video conference equipment and facilities, faxes, voice mail

} i{tﬂtﬁ&m, {e.g., password protection and anti-virus software).

i or use ynauthorized software with Qwest computer equipment.
icensed software is prohibited unless specifically authorized in a

1sing agreement. Violations may lead to action against individuals

guthorities any individual access, transmission, or known receipt of
crertion through a Dwest communication system.

iation systems are Qwest properly and are not private. You do not
flvacy fight in any material created, stored, received or sent through a
1 system (inclutding computers, telephones, hard drives, disks, etc.).

rﬁsw@% m*ﬁrﬁumf,atm %ystems, you consent to Qwest’s momtormg these



Qur trade secrets often result from a significant investment
H resources, Intellectual property is an important asset that helps with our
Hive advantage and, therefore, must be protected. Examples of intellectual property
1 Qwast nama, logo, trademarks, copyrights, patents, software, confidential
mingntinn, ideas, inventions, discoveries, research, plans and strategies.

st tae measures to protect Qwest's intellectual property and to avoid infringing
lectual property rights of others, Refer any misuse or infringement of Qwest

sctual property 10 Legal Affalrs,

tiable works by Qwest must contain appropriate copyright notices and be
¢ against unauthorized copying or distribution.

1 1o Legal Affairs new product names and other trademarks or new product ideas
niry be patentable.

"Information” is a very broad term that includes written
s, #-mails and technical data, among other things, along with the ideas, plans and
t Owaest uses in its business every day. You must take measures to properly
e alf Dwest information that is not intended to be available to the public.

il information in cerfain categories so that it can be used for specific business

, ,%’%&Jﬁﬁ thsat is classified as Internal or Confidential must be used for Qwest
il must not be discussed or disclosed to people outside of the company,

v, without proper authorization,

5.3

wt comes 1o Owast from customers, suppliers and competitors as part of its
t s treated as Confidential. Make sure that you understand and comply with
isat apply to Qwest regarding customer proprietary network information.
fiay braak the law, and could break promises made by Qwest to safeguard



n thitt others make available to Qwest as part of Qwest's business
BT IS0 Cause Qwast to lose certain rights to intellectual property.

s

iand mon-public information, whether it is categorized as Internal or
aping it securs, limiting access to those who have a need to know,
saion of non-public information in public areas, Because non-public
il Dwest doas not belong fo you, it cannot be used for your persanal gain.

Thes law requires Qwest's books and records to accurately
ng. Falsifying company records, including financial records, inventories,
and maintenance reports, sales transactions, product tests,
5. Contracts, sxpanse records, service records, payroll and time reports,
thorizations is a serious offense that can lead to termination.

Access to personnel records is limited and must be obtained
a0 Risources. Employee informatior is the exclusive property of Qwest and

To conform with securities laws and
- d1d 19 make accurate and timely disclosures about the company,
[OKBSpErSONs who are the only personnel authorized to disclose
o the public, Any contact with the media or the financial and
st be directed to Corporate Communications. Any invitation
HERDS must be forwarded to Corporate Communications for review
Ay inforemation to an Internet chat room is a violation of




5 fhat reach into the personal and professional lives of our
rusted us with their account information and communications
ey of customer information and communications is a serious
y 1o aftract and relain customers hinges on the manner in which
wination wnd commaunications. You must comply with the standards
g for the care and safeguarding of customer information.

o diregtad to FOG/Requiatory Compliance.

-~ ACCESS customer accounts, records and reports
aif DUSINGESS purposes.

- {ustomer communications {(data and voice)
i M%ﬁ"f tam;;ar with, recard, listen 1o or divulge any customer
capt whan required in the proper management of the business

- We possess certain customer infoermation that is subjeet
gnder tederal law/requiations (Telscommunications Act, Cable Act,
gy Propristary Network Informiation requirements). Our customers

rpstrict our use of the information, Also, customers have the
: o provide infoemation o othier parties, including our competitors.
comaly with these requests to the extent required by law.

== Wiile we intend 10 aggressively market and sell our
e, wi st do s0 within the confines of the law. You must not
ical or deceptive activities to oblain business. You must
st Owesst products and serviees. You must not order Qwest products
aif of 3 customer without that customer’s authorization.

- {f you suspect a customer is using Qwest
srlgwiot purgoses, you shoutd report it immediately fo Security.

st ant unfalr competition faws is very important to us. Because
& ws, you should seek advice from Legal Affairs if you have



5 il bl you avoid vialations of antitrust and unfair

girsetly anter into agreements that might limit competition or

"%;fi’fl:i‘ inchide g price fixing, bid rigging, allocating markets or
fting. Mever discuss or even listen o discussions of this nature

i@ information, material, products, intellectual property or
' i” mfmmaﬁam of others. Doing so could constitute unethical

5 take stops to protect our operations from espionage or
y others to gather or secure competitive information owned by

% be inmediataly reporiad to Security or Legal Affairs,






rhation. This information is often classified and essential to our
nar treatment and protection of such information must be a high
1 gityations, security clearances are required to obtain information or
o & government contract.

+ faws govern the hiring of former government employees and
als. Legal Atfairs must approve any discussions of employment with
ployies.

y provide information to and share opinions with government officials and
i f?ﬁi?f}[ ve office. If you represent Qwest in this capacity, you must do
opriate business conduct and legal boundaries. Policy and Law is
aining and managing consultants performing legal work, lobbying
pfeagulatory consulting or witness services on behalf of Qwest. All

smployees to participate in the political affairs of their communities.and

individual basis, on their own time and at their own expense.




t suthorizet 1o make direct or indirect political eantributions of any kind on
WY,

st various Political Action Committees (PACs). PACs are veluntary,
ndent organizations which may accept contributions and make

¢ting candidates for public office, consistent with applicable laws and
Wow ay, where eligible, make contributions to a (west - sponsored PAC. We
stinng only from accounts and through procedures that are allowed by

gk ot on public issues, make sure you do so as an individual, unless
: to do otherwise. When speaking as an individual, you must not
prission you are speaking or acting ort Qwest's behalf.

s for public office, serve as a public official or campaign for a political
ganaot be paid by Qwest for any time spent in these activities, uniess oth-
norovad and alfowed by law,

o wilh appropriate government investigations into possible violations of the
 contexd, however, it is Important to protect Qwest's property and legal rights.

sa< with 3 subpoena or search warrant, immediately contact Legal Affairs or EHS.
¥ o envirgnmantal issues),

; before speaking with government investigators about employment, labor or
hut are Invited to do so since we have internal mechanisms to deal with

: are e property of Qwest (regardiess of who creates, keeps or updates
L st ook be produced for government investigations without contacting



sral requiatory requirements govern the relationship and business
i betwesn the various affiliates of Quest.

piamenls Coven

riler

{ products and services

if costs between regulated and unregulated entities
fow betwesn entities

alagy Compensation

# festructuring

dipd il R responsible for knowing the Qwest affiliate company they work for,
ssstanding any restrictions that may exist for dealing with employees of other -
{e companies.

-Exetion 272 of the Telecommunications Act, Qwest Gorp., or the Bell Operating

sy, and Owest Commurications Corp., the long distance provider and designated
st maintairs separate employees, conduct business with each other at
ath and post trangactions to the Internet. There are other restrictions that-apply
sraction betwesn Qwest Corp. and Qwest Communications Corp., including:
fions o cartain network-related services that Qwest Communications Corp.

& Cwest Corp., or that any Qwest affiliate may provide to Qwest
ninications Cofp.

o relationship rules are often complex and may create special requirements-for
epping, reporting and regulatory approvals,

stact Policy and Law or Regulatory Accounting for questions regarding the relation-
o busingss dealing between Qwest affiliates,

wspond 1o properly served legal documents in a timely manner. Failure 10
{alely can have severe negative consequences. If you receive an:inquiry

e of 4 legal document, you must advise the server that you are riot
pt the legal document, and then you must refer the server o Legal

is responsible for authorizing receipt of service of legal documents
putside legal counsel. If you are served at home, on the job or in the mail
dacuments relating to Owest activity immediately contact and forward the
5 1p Legat Alfairs.



A5 i responsible member of the international business community, we provide guality
Lradudts and services at fair prices and we compete on the merits of our products

and services, not on favors, Our commitment to fair competition includes avoiding corrupt
busingss practices and Keeping accurate business records that help prevent such practices.

cognize that in seme international markets we will encounter laws, customs and
| practices that differ from those of the U.S. We will comply with all applicable

: egulations and restrictions in dealing with other countries, as well as foreign Jaws
ant restrictions that apply in those countries.

The ws governing international business are comprehensive and involve corrupt
business practice brohibitions, export controls, trade sanctions and anti-boycott

W@nts. These laws are often complex and subject to change. Consult with Legal
Altaies for questions on international business dealings.

Under the Foreign Corrupt Practices Act (FCPA), aur status as a publicly held corporation
wequires that we establish internal accounting controls and conform to generally
aecepted accounting principles in all operations worldwide. All payments, transactions
Gt accounts must be Accurately and truthfully recorded and reported.

The Foraign Corrupt Practices Act also prohibits us (and our employees and-agents) from
directly or Indirsctly offering, promising fo pay, or authorizing the payment of money:or
anylhing of value to foreign government officials, political parties or candidates for the
purpose of influencing their acts or decisions.

Failure to comply with the FCPA ¢an resultin substantial penatties for both individuals-and
toorations, This can include fines, imprisonment and Joss of government supplier privileges.

Several U.S. laws restrict trade with certain countries. Other laws restrict export of

tertan technologies (including products, services, data and knowledge). Our operations
workiwide must eomply with U S, export restrictions. Employees whe are uncertain of the
iefal trade status of any country or technology should contact Legal Affairs,

A iay nol cooperate in any way with unsanctioned foreign boycotts of countries
iy 10 the U.S. Any request for information or action that seems to be related to
any iegal boycott must be reported immediately to Legal Affairs,



tamorate Compliance has overall responsibility for the implementation of the Code of
Conduct and all corporate policies. Employees are accountable for knowing and abiding by
five corporate policies and this Code. You are expected to review and hecome

famsitinr with the cotporate policies.

The Code and policies may be found at the Corporate Compliance intranet site on The @
under departments.

Tha following resources are also available if you have guestions about Qwest standards
Aty policies:

..

Corporate Compliance Advice Line ................ 1-800-333-8938
Corfiiot of InferestiSsues ..., v 1-800-333-8938
Corporate Communications - Media Inquiries . ............... 0, 303-992-2155
Public Speaking Requests .......... 303-965-3067
Disaster Recovery Hotline ., .. ... 1-800-204-6540
Environmental Health and Safety Issues ...................0. 303-672-2925
FOO/Regulatory Compliance ... ..o ovveei 402-422-7689
HUman BESDUICES .. oo oo r e et e e 303-992-3184
Legal RIS ... L 303-672-2756
POlEY ARG LAW ... oot 303-896-0126-
e PP 303-992-2470
Beoords MARAGBTAENT ... .. .. ot 303-458-2239
Requlatory Accounting .. .. .. ... .. T 303-896-5997
BBEUMIY ..t e 1-888-878-7328
UNlcall (Reporting claims and EHS assistance) . ............... 1-800-654-2525 -
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NOTE: THE CODE OF CONDUCT AND ALL THE POLICIES LISTED BELOW CAN BE FOUND AT THE

GORPORATE COMPLIANCE INTRANET SITE ON THE Q.

Topic Page
Access Control 13
Actidents, Work-Related 11
Affiliate Relationships 21
Alcohot and Drug Use 12
Anonymous Reports 5
Antitrost 16,17
Agsets, Protection.of 10-15
Background Verification 12
Board of Directors, Service on Outside 8
Boycotts, International 22
Bribes 9,19, 22
Business Courtesies 8,922
Communication Systems, 13,14
Personal Use of

Company Property, Protection of 10-15

Competitors, Relationship with

Computers, Personal Use of 13,14

Policy References
Company Property - Protection of Assets

Safety and Industrial Hygiene;
Environmental Issues

Telecommunications, Regulationand
Competition

Substance Abuse

Reporting Violations and Investigations
Teiecommunications, Regulationand
Competition

Comparly Property - Protection-of Assets
Background Verification

Gonflict of Interest

international Transactions and Operations

Conflict of interest; Government
Relations and Investigations;
International Transactions and Operations
Conflict of Interest; Gavernment
Relations and Investigatiens

Company Property - Protection of Assets

Company Property - Protection of Assets

7.8, 14,16, 17 Conflict of Interest; Intellectual

Property; Telecommunications,
Regulation and Competition

Company Property - Protection of Assets




Topic Page Policy References

Confidential Information 14-16 Intellectual Property; Company
Property - Protection of Assets;
Disclosure of Corporate
Information; Information Security,
Classification and Use;Telecommunications,
Regulaticn and Competition

Conflicts of Interest 7-9 Conflict of Interest
Copyright 14 Intellectual Property
Corporate Communications 15 Disclosure of Corporate

Information; Public Speaking
Corporate Compliance Advice Line 4, 5,7, 12, 23 1-800-333-8938

Credit Cards, Company-Provided 15 Empioyee Travel and Business
Expense Reimbursement

Crisis Management 11 Crisis Management and
Communications

Customer Records 14,15,16  Information Security, Classification& Use;
Telecommunications, Regulatiorand
Competition

Customers, Relationship with 16,18 Telecornmunications, Regulation

and Competition; Government
Relations and Investigations

Disaster Recovery Hotline 11 1-800-204-6540

Discipline 4 Discipline

Disclosing Information to the Public 15 Disclosure of Corporate information
Discrimination see 6,7 Non-Discrimination
Non-Discrimination

Drug and Aicohol Use 12 Substance Abuse
Employment-At-Will Inside Cover  Employment-At-Will

Employment of Relatives 7 Conflict of Interest

Employment, Outside 8 Conflict of Interest

Entertainment, Business 8,9,18  Conflictof Interest; Government

Relations and Investigations




Topic Page
Environmental Health 10-12
and Safety (EHS)

Espionage, industrial 17
tthical Decisions 4,5
Export Controls 22
Firearms on Company Property 12
Foreign Corrupt Practices Act (FCPA} 9,22
Gifts 8,9, 18,19
Government 9,11,18,19
Government Investigations 11,20

Policy References

Environmentat Issues; Safety and
Industrial and Safety (EHS) Hygiene

intelleciual Property

Corporate Compliarice Program
International Transactions and Operations
Workplace Violence

international Transactions and Operafions

Conflict of Interest; Government
Relations and Investigations

Government Relations and Investigations
Safety and Industrial Hygiene: Envirorimental

Issues; Service of Legal Documents;

Govemnment Relations and Investigations

Harassment 6,7
Hazardous Situations, 10-11
Materials and Equipment

Health, Safety see Safely and Health 10, 11

insider Trading 9
Inteflectual Property 14,15
international Business g,22
investigations 5,11, 20, 21
investments 8,9
Kickbacks 9,19,22
Legal Documents 21
Meals, Refreshments 9,15,18

Sexual Harassment; Non-Discrimination
Safaty and Industrial Hygiene;
Environmental Issues

Call UNicall 1-800-654-2525

or 1-866-UNICALL

insider Trading

Intellectual Property

International Transactions and

Operations

Reporting Violations and Investigations;
Environmental Issues; Safety-and Industrial
Hygiene; Government Relations and
Investigations; Service of Legal Documents
Conflict of Interest; Insider Trading

Conflict of Interest; International
Transactions and Operations

Service of Legal Docurmnents

Conflictof interest; Employse Travel
and Business Expense Reimbursement;
Government Relations and Investigations




Topic
Non-Discrimination
"No Trade Period"
Off-Duty Misconduct
Outside Counsel

Qutside Interests, Employment
Personal Belongings

Personal Use of Communication
Systems

Personnel Records
Physical Property and Security
Policy and Law Consultants

Politicat Contributions and Activities

Privacy, Customer

Privacy, Employee
Procurement

Protection of Assets see
Company Property

Public Relations see
Corporate Communications

Records, Company

Relatives, Employment of
Reporting Violations

Resgurces

Page
6,7

12
21

7,8
13
13,14

15
13-14
21

19,20

14,16

13
18

10-15
15

14,15

~

§-7

23

Policy References
Non-Discrimination
Insider Trading
Off-Duty Misconduct

Retention of Outside Legal Counsel and
Policy and Law Consuttants

Conflictof Interest
Company Property - Protection of Assets
Company Property - Protection of Assets

Personnel information
Company Properly - Protection of Assets

Retention of Outside Legal Counsel-and
Policy and Law Consultants

Political Contributions and Activities

Telecommunications, Regulationand
Competition; information Security,
Classification and Use

Company Property - Protection of Assets
Procurement

Company Property - Protection:of Assets;
Information Security, Classification and
Use; Intellectual Property; Accurate Books
and Records; Records Retention -

Conflict of Interest

Reporting Violations and Investigations;
Sexual Harassment; Non-Diserimination



Toyic Page Policy Heferences

Retaliation 5-7 Reporting Violations and Investigaticns;
Non-Discrimination; Sexual Harassment
Safety and Health 10-12 Safety and Industrial Hygiene
Call UNicall 1-800-654-2525
Sales and Marketing 16 Telecommunications, Regulation
and Competition
Security, Corporate 12,16,17,23 Company Property - Protection of
Assets 1-888-879-7328
Service of Legal Documents 21 Service of Legal Documents
Sexual Harassment 6,7 Non-Discrimination; Sexual Harassment
Simoking 1 Safety and Industrial Hygiene
Software, Unauthorized 13 Company Property - Protection of Assets;
intellectual Property
Suppliers, Relationship 7,8,18 Conflictof Interest; Procurement
Teiephone Numbers 23
“Tipping” 9 Insider Trading
Trademarks 14 Company Property - Protection of Assets;
Intellectual Property
Unicall 11,23 1-800-654-2525, 1-866-UNICALL

Vendor see Suppliers, Relationship 7,8,18

Yiglations of Code of Conduct 4-6 Reporting Violations and Investigations:
Viotence in the Workplace 12 Workplace Violence
Vision and Character 3

Visitors see Access Control 13




1801 California Street
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, andl ehat valks about our

womplisnce, the wignificant

for as.

hax bheen processes in place

from the baginning. So from

» of the Telecommunications

wir fowsn had s ggmpliant Section 272

Aod phats vary important to remember.

want milestone wag when

found Owest Long Distance to be

¥, L1999 time frame. The next

Poy ug last vear was, of course,

A merger triggeved a declsion for

# pew 572 affiliate, which is the

t£he Seansition to our new Section
which we talked about earlier.

wook plage in the first three

¥, HApd wetll talk more about

finally then brings us to today.

in place to make QCC a

subsidiary. §o0 once again,

cwsyly US WEST Communications,
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&

marketing provisions.

: £ His procesding to show the existence

and sontrols that ensure compliance

tal, meparats affiliate. QC, the BOC,

“BULATA long distance service
# avate affiliate. We talked about that

He satisfy thisg requirement by

§ U0 as our 272 affiliate. They're

ates of 08¢, which we saw earlier in

L UT does not own stock in QUC, the

the 272 ewn any stock in the Boc,

a5l the FOC's prima facie test in

5

FORS

w#l orders for egtablishing a

diate, and ATLT eoncurred with this in

the structural and transactional

Thig section creates the separation

Zand the 272, and it assures that

Sh# 277 are operating independently and

rivwing any preferential treatment

¥% them unfair advantage in the
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% pan demonstrate compliance readiness
& provigions designed to ensure

- That we operate independently; that
% records and accounts; that
% swbg offinsys, directors and employees;

she HOC may not have recourse to

+ BOC, and they don't; and that all

raotiong are at arms length, reduced to

iy i), operate independently. QC, the

o, the 272, cannot and do not jointly

vwork fxcilities or the land or buildings

sae fagilities are placed. There can be

ot any network facilities between the

nieg, aml thare haven't been.

Thers can be no operation, installation

or 01, on the BOC's facilities by

=an there be OINM performed on the

irtes by QC or any other Qwest

= {0EY .

1lw, Qf cannot provide discriminatory

work service. We satisfy the operate

raguirement by monitoring asset

extensive training of our

imaders and pevsonnel.
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wan not perform OINM for QCC and vice

- id not -~ axcuse me -- dispute

tom 372 () (2}, separate books,

aadd sooownts,  QEC, the 272, must maintain

vasards and acnounts that are separate from

wds and accounts of QC, the BOC.

& e BOD wses separate financial systems,
b and we have ouxr separate

yr gystem that igs also maintained at a

. ingacien. QC, the BOC, has a separate

=8 apomgivg from QCC, the 272, And QC, the

motirae, follows USOA,

NEET contests our compliance with 272 (b),

s that we have a separate chart of

1 understands that we have separate

intained at separate locations, so their

aya unfounded.

@i have suffisient processes in place to

ste books, records and accounts. And

PO g tests from previous 271

Ty terms of additional 272 requirements,

with GARP and accrual accounting. This

that AT&T has raised issues.
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sraded companissg are

i, as ave we.,  The parent

undargs ragular

c. ERe BG0, starts with GAARP

& o, Aned thig is
% sur goacond exhibit,
£

e ready here today,

Vs Lavier yat,

They aticuld be here any

Oray,  Chay,

Ang cnoe they are, ['11

.. Excouse me.

appropriate to use

SRAP; howaver, the FCC

Ry

rpialivy in GAAPR in

= Follow GAARER, And

s ante are amployed by

iz followad., We've
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directors

the 272, must

By

e

sheiy fine so that che 372

ley FOE pricing

ot lanee with (b)Y (3)

. repnrhing strustures and

but in the -- I

v pLte workshop, we
Loaned amployes policies,
gatk about further, to --

wados this afternoon -- to

wy months,

g &9 I mentionad, we

toanad smployee policy to

ws L Powr months,  And that was

Iy ATAT.

atiafised che FOC's test in

s

3

for compliance with

ry and employees by

puiic, which we did in

-= A5 owy pestimeny and the testimony
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shat will be provided as an

ay. Aml then by also

% gnsure that no
avroll vegisters of the
And, finally, by
% sranafar and hiring

%

p ME . Brunsting will talk about in

e o

¥ nestimdny .



Docket No TC0O1-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-25
April 2, 2002

176

That'g correct.
voueh on briefly, requires

Gys 372 may net have recourse to

iy,  And they do no not.

Ty garistied the ng recourse

Sestion 372 by reviewing all of our

¢ and through the braining efforts

wa wrdertalosn . And KTET did not dispute

rtion of compliance with 272(b) (4)

iy perhaps the most

yog will, area of Section 272. And

phat transactions be at arms length,

writing and posted on the internet. And
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¢ eannactions between the BOC and the

pey writing., aAnd we document

iEf, by gtand-alone

M ion aygrasamants.

Ssas batween the two

sl bty the internet within ten
pates nerms and conditions of
be publigly available to
Iaguards are maintained and
Lo thivd partieg just as

Y

ARG .

1 vrassactions are reviewad by the

new overaight team, of which I
Engd we fashion that team after FCC --

i eompliance conmittee,

the requirsmencs of 272(b) (5)
¢ 511 of ouwr transastions. We conduct
the part 32,27 affiliate pricing
chem to the internet within

micile or transactions to the

3

spresdahasts, and to the ARMIS
s2 with the PCC., And that's
o chae FOO's vegt Lor 272(b) (8)

shar have appeared in previous
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k4 approval orders such as Bell Atlantic-New York and
& Tawag .,

And this is -- excuse me, this is the
4 point wharve I would be sharing Exhibits Numbered 4

& #wd B that show that we have posted our

wtadtions for both QCC and QLD within ten days.

i 272(b) (5), the ten-day posting
B réguivement, a little bit more detail about that.
W

# ATHT maintains that we should have posted

i trvangactions with QCC, the new Section 272

34 atfiliates, before it was named the 272 affiliate in
i January of 2001.

13 o they maintain in their testimony and
14 «t oral arguments that even though we've designated

i% bhe 372 affiliate here, it wasn't known until this

¥ point that we should have actually been posting in

"

shis bime frame.

e
4
e

i% Once we did designate QCC as the 272

affiliate in the first quarter, we did go back and

Whe merger, but as you can see, it would have

san impogsible to be posting any 272 transaction

pricr to actually haming QCC as the 272 subsidiary.

e It's also important to note that AT&T

the need for a transition period to make a
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» soEpliant,  You know, once we named
L tate hers, we couldn't actually
semnges bhat would make it compliant

e il we actually designated it.

wa three months to do that., And as T

e lier, bhe FOO gave all the BOCs, in

cions Agt, one year.

Warws always met the ten-day requirement

ehis comnlssion agreed with that

iny BEhe 1999 time frame. We've continued

chve pan-day requirement for QCC, our new

ry, gince we turned up the new web site

h of this vear. And, again, we'll

asmme exhibits that provide some more detail

the -- what's agtually available on the web

soye about the 272(b) {5) requirements.

oy of posting detail. This is very

o Bell Atlantic-New York, the FCC

i ATET'y assertion that Bell Atlantic's

vings did not contain sufficient detail

Bell Atlantic would comply with

and this can be found in

Foet coneluded that the following must
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e

we ircluded in internet postings, and we comply

w%ith this. Thé number and type of personnel

w

signed to the project, the level of expertise of

4  #ugh personnel, special equipment used to provide

forcd

ohe service, and the length of time required to

%  gomplete the transaction.

il

AT&T has maintained that Qwest should

# post actual transaction volume, for example, how

5  many employees actually purchased a human resource

i gervice that might be available on the internet.

o
s

he FOC concluded that volume does not matter or is

e not regquired in internet postings. And we can see

33 that in the SBC Texas order.

54 We satisfied the PCC's definition of

A5 sufficiency when we post our transactions to the
L internet, And, again, we'll provide some exhibits
L in this proceeding that will allow you to actually

1% ohgerve that sufficiency.
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3 M5, SCHWARTZ: Thank you. In terms of

formance in 272 (b) (5) and how we're posting

LY p

miattiong to the internet and are we posting

sorually from -- accurately, we've been monitoring

shis iy on wmonthly basis. We reconcile both our
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i 3 mvel also the billing information that

& iust agked me about.

% The Liyst opportunity thar we had to

& itor and analyze accounting data for

¥ w272 gubsidiary, was actually in the --

last month, S0 we ldentified the

ang in the Janvary and February time

Wi -~ we then reduced those to writing.

& Wa posted those on the new internet site

1w purnad up on March 26th, and then prepared

Fmd so forth to -- to issue associated with

seryicas, S0 the first month that we had an

ity to analyze real accounting data was in

"

Arnd we found that we had a discrepancy

i1 what we had on the internet and what

ally billed of 12 percent. We corrected

spancies in the following wonth, in

When we analyzed our April data, we had a

aney rate of less than one percent. When we

# our May data, we had a discrepancy rate

Lhan ope percent. S50 we are now showing

sustained level of improvement in

level and that we are prepared to
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wge prodeadings

s -~ isg

oncils all of

at lon on A

v diseyepancies




B T o T h-TU o )
Wl BELLERY ORI thos F

Gmeariz, before vou
Lo guestions here as

identified

STHWARTZ: That's correct.

STEESE: And then over the next

monzhs you sald, we went about

g all transactions that existed between

naw 272 affiliate, and QC, the Bell

M, S0HWARTZ: I believe that's what I
yau. That's correct.
MR, STEKSE: I know Ms., Brunsting will

in gome detail, but since you

can you just briefly describe what

went through to identify those

utiong and then how they were posted or --

#iy they were posted in March on the internet?

2002
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i M%, SCHWARTZ: Yes, 2nd I1'd like to add
& & st ion to my statement, Mr. Steese, that
%

=« wir Batdl identified transactions, of

the affiliate transaction rules

the BOC in the post merger time

time frame, you know,

of turmolil at the

through those strategic

wa were not comfortable that we had

5o we went through another

Hired Archur Andersen as loaned

in additional accounting

oy oome in and halp us conduct over a

with lsaders in the business to

had caprured all of the

85, vou know, we felr that it was -- it

imporsant that we get our arms around

And 8o we actually went through two waves to

ourselves that we had captured all of the

gsociated with QCC.

N

Onge those services were identified,

£hen, we went through the normal -- the internal

e that we have to document our affiliate
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sotinng and ereated a separate web site for
b & posted those transactions to the web site

s EBef began ouwr monthly -- our monthly

% Liation procegs to ensure that the

(pian o the internet actually agreed to the
£ the written agreements that were

g

sl between the two companies.



Docket No TCO1-163

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-25
April 2, 2002

201

et

y8:  Gkay. HNow, I believe you

it a policy, instituted a new

not loan employees between

mare than a four-month period

8 that ocovregt?

WARTE: That's correct.

s And I believe you said --

The present loaning of

¢ samvered under the existing
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K&, SCHWARTZ: Yes, it is.
b MR, WOLTERS:. MNow, under your new policy,
b

it Bhoge «- the loaning of those

v drmtlapendently of the exdsting agreements?

HE, ZUHWARTZ: To the extent that a new

# s wore offsped that were not -- that was not
Y ymider @ previous or existing task order or
% L mpder an the internet, yes, there would be a

MR, WOLTERS: But to the extent it's

wi by g existing task order or agreement, it

s
i
P

# it your testimony te institute a policy to

R ifie employee loan arrangements?
fE M5, BCHWARTZ: Could you clarify your

fom, plaase, Mr. Wolters?

M, WOLTERS: oOkay. I think right now

vt ve satd is that the existing loaning of

# 48 heing done under existing contracts?

M, SCHWARTZ: Any -- any employees that

Loaned, per se, historically or today -- and I

- mave to verify whether or not that is in

~= mys covered -- are posted on the

¢,

st . %o, for instance, there was some interim

that we talked about earlier. Those are

Exhibit MES-272-25
April 2, 2002
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i Mk, WOLTERS: But --

k4 M5, SCHWARTZ: 8o any -- any -- any

% all that we provide to the 272 or the
% % providas to us has been documented and is on

» inbarnet to the extent that -- that we have

Farmat ion.

b MR, WOLTERS: But I'm getting to the
% i, we'll call it, transaction of Employee A.

w Lisan Bwployee A from the BOC to QCC.  Are you

g bo post that transaction, we'll call it?

M& . SCHWARTZ: You mean, for instance, if

employes’s name was Joe Smith?

MR. WOLTERS: Right.

M%, SCHWARTZ: Would I post Joe Smith?

3
i

3

T - wa would speak to his level of expertise,

mis oy ner lavel of expertise, how long that

£ artioulay employee was going to be loaned, for
A wws . Angd we know that that that's a period

sot to escsed four months now. What the rate would

e angd so forth,

&n to the extent that AT&T or any other

wanted to purchase that level of expertise

prige, they would be able to do that. But

axtent that Sally Smith are being loaned and

1

nid so forth, we're not going to post




Docket No TCO1-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-25

April 2,2002

204
% aarh of those individual transactions, as we
g digousged sarlier.
% MR . WOLTERS: Okay. You're just going to

tha task order that says you may loan
srployees under these rates, terms and conditions?

& M8, SCHWARTZ: That's correct.

W

MR, WOLTERS: Okay. Let's go back to the
B hypothetical Mr. Steese used about payroll

4 asrvices, I believe he -- yoﬁ basically said that
1 if you had -- were going to use payroll services,

b 4 you'd just post it once, but you wouldn't post the
12 billing every month on the amount of the payroll

13 gssrvices that were used that wonth; correct?

14 MS, SCHWARTZ: We would be posting the

15 amount -- the amount of payroll services used that

16 month to the extent that was reflected in the rate.

37 fecause every single month we go through and we
35 raconcile the rate that we have on the internet

14  with the rate that is actually billed to make sure

! that they are the same at all times.

w1 8o to the extent that amount equals rate

il so that third parties can avail themselves of the

43 same sarvice at that rate, yes, it would be posted.
24 MR. WOLTERS: I'm confused now ‘cause I

25 understood that you would not post the amount of
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3 payroll services consumed on a monthly basis to the

i internet,

X MS. SCHWARTZ: The -- the volume is --

5.
e

would that be a clarification of your --

% MR. WOLTERS: Well, I don't want to get
i gruck with the word "volume." I want to get down
K] to the amount of services. If, during this

B particular month, you used 500 hours of payroll

B gervices, you would not post the price and the

ER Y amount of hours on a monthly basis; correct?

st
i

MS. SCHWARTZ: The price would be posted

Fait
s

and the 500 hours, which the FCC has specifically
3 referred to as volume in SBC Texas, which would be
Sk protected under confidential agreement and not

15 reguuired to be posted, correct, would not be

L8 posted. And that has been referred to as volume.
17 MR. WOLTERS: Okay. But Qwest -- and
i8 US WEST used to post that information to its web
18 site; would that --

& MS. SCHWARTZ: That's correct.

21 MR. WOLTERS: And then when SBC came out,
22 von decided to no longer post it?

23 MS. SCHWARTZ: It became clear that the
4 ®eC did not require and actually -~ actually

55 honored the RBOCs -- the confidential nature of
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volume information and did not -- specifically did
not reguire it to be posted, but we are making 1t
available under confidential agreement.

MR. WOLTERS: So it's you're -- what
you've done is you basically looked at what you
were doing in the past. And when SBC came out, you
said ~- Qwest basically said, well, we're not going
to do what we did in the past because we don't
think we have to, so we're just going to only post
from now on the contracts and the tasks and the
work orders?

MS. SCHWARTZ: I would say that to the
extent that any approval orders come out, and there
have been five, we continue to benchmark ourselves
in every aspect of 272 to ensure that our processes
and procedures are consistent with the processes
and procedures of other companies who have been
found to be compliant.

COMMISSIONER LANDIS: May I --

MR. WOLTERS: So what you've done is
basically said, we're going to do the minimal
amount we have to do to comply with 2722

MS. SCHWARTZ: I wouldn't characterize it
that way.

MR. WOLTERS: What's "benchmarking" mean?
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L COMMISSTONER LANDIS: Let me jump in with
2 a question here, if I might, while it's still on my
3 mind. 1If AT&T asked for that specific information,
4 aven though you don't post it to the web site, you

5 would make it available to them under a

6 confidentiality agreement?

7 MS. SCHWARTZ: That's right. That's
|3} correct, Mr. Landis.
b2} COMMISSIONER LANDIS: Is that true of any

10 other IXE out there?
3l MS. SCHWARTZ: That's correct.
12 COMMISSIONER LANDIS: If it requests that

13 information with that degree of specificity, you

14 would provide it?

L5 MS. SCHWARTZ: That is correct.

16 COMMISSIONER LANDIS: That's your
; 17 testimony?
; 18 MS. SCHWARTZ: That is correct.
19 COMMISSIONER LANDIS: Okay. I wanted get
% 240  that -- the question occurred to me. I'm not --
E
"! 21 MR. WOLTERS: That's fine.

22 MR. POST: BAnd, Ms. Schwartz, just one

23 follow-up on that. Earlier during oral argument, I

i ghis came up. That would be true post-271 approval

25 ag well?
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1 MS. SCHWARTZ: That's correct.

2 MR. WOLTERS: I have no more questions.
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MS. SCHWARTZ: That's -- that's correct.
Exhibit Number 4, we appear to be missing the
bottom of the exhibit which shows -- I believe
it -- yeah. I believe we're missing the bottom.
Anyway, I can kind of walk through this.

Basically, this is the history of posting

for Qwest Long Distance for, you know, basically

that entire time period. All of the transactions

and amendments that were posted to the internet



10

11

12

13

14

15

16

17

i8

19

20

21

22

23

24

25

B

with regard to Qwest Long Digrarnds, warae £

posted within the ten-day posting pe:

And as I indicated eaylier,
that this exhibit comes down Lo an ave

time of I want to say 5.2 days or somet

effect. It's -- I'm certaim it’e tegss than

days. So that's Exhibit Number <.

Number § is the same Eype of do

Qwest Communications Corporation dase

the work orders and task orders ThHat wals §

internet, whether or not thay e

s pested

ten days. And so all of the tra

CLiais,

know, basically excluding all af
transactions and the Lransackians

on March 26th. Everything sinoe

peen posted in an average of &.%

MR. STEESE: I8 ik

for one moment and point to thig?

X

COMMISSIONER LANDIE:

MR. STEESE: 1 wabk

very issue for jush Ong mo

Number 5. If you look in nhe

column, there's a golumi oal

Days"; correct?

MS. SCHWARTE: That's




(]

10

11

12

13

14

15

le

17

18

12

22

23

24

25

days from when

it was physically posted on

ME. STEESE: And

column, thers are a munbel

have numerical days

i

53

between QC and QO

MS. SCHWAHTE:

MR. STEESE:

£

this transition

272 affiliate until tha

cur web site up ard wuus

months later, thyes

chere, and in -«

we don't inciude

correct?
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creation of Qwest Long Distance, premerger US WEST

Long Distance, we had structured that company as &
separate entity that would provide interLATA long
distance service upon the BOC's receipt of 71
approval.

The company has the -- had tha processes
in place and experience in follewing the
separateness requirements of maintaining separate
books, having separate employses and documarnbing
all transactions with the BOC.

We identified processes, put contrsls in
place to operationalize the business, all within
meeting the separateness requirements of
Section 272.

In November of 1998, evidence of 272
understanding and compliance was pregsented to ths
commission here. On April 9th, 1989, the Nebrask:i
commission found that the 272 affiliate sariafied
Section 272 of the acrt.

We had the opportunity to test thess
processes prior to the merger. I was a part of ali
of thase activities for four years. The key
learning is Section 272 operating guidelines
require timely monitoring of processes and flexibis

controls to be able to react to change processes
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X which are caused or to reflect those process
2 changes which are caused by market changes and
3 product introductions.
4 In the summer of 2000, upon completion of

5 the merger between US WEST and Qwest, the previous
& 292 affiliate, US WEST Long Distance, was renamed
i Qwest Long Distance.

g In the fall Qwest revisited the business

1o

plans and began initiation of internal discussions
10 as to which legal entity would offer interLATA

1 seyvices in region.

12 In mid January Qwest Communications

13 Corp., QCC, was identified as the 272 affiliate. 1
14 led plans to take processes and controls from the
1% premerger 272 affiliate and quickly implement those
16 same processes into the newly identified 272

17 affiliate.

18 Some employees were moved from one Qwest
19 entity to another. Documentation of all

26 rransactions between the 272 affiliate and the BOC
2% were completed and transactions were posted.

22 Operational plans were put in place for processes
23 to continue to comply with Section 272.

24 Let me just take a minute to give you a

Z5 sense of the detailed work activities that occurred
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o Jenuary to March -- through March time

3 i part of the transitional peried as

Mg . Schwartz.

Gipsrating authorities and certificates

The asset records were reviewed to

s ny toint ownership of facilities, land or

g4

avinted. The senior leadership of the

wrganization and key employees received

regmirenents and training of operation,

imshallapion and maintenance, OINM, by the BOC, or

5% sn sach oLhers network.

procesges and controls were put in place

oayment, and expenditure controls.
P

ve financial reporting was created and system

11

wa5 validated to ensure protection of the

s

prshion .
In order to ensure separate officers,
and employees, processes were created to
if an employee were an officer or a
©f the 272, the -- the status of that

wag that they could not also be an

Airector or employee of the BOC.
Some smployess were realigned to other

sprities to assure compliance. Training was

%KY

sively sompleted and inventory of floor space

Exhibit MES-272-25
April 2, 2002
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fats

sompleted to ensure physical separation guidelines

waye in place for the employees of the 272

% affiliate and the BOC,.
% All contracts were reviewed, validating

& vhat there were no recourse claims to BOC assets as

a part of those agreements. A guideline for new
gontract development and the use of recourse
B language had to be put in place also.

£ Key contacts for the request of service

e mmtween the 272 affiliate and the BOC were

A2 identified and processes for documenting those

L3 services were implemented.

13 We continue to respond to employee

14 questions regarding 272. The section 272 affiliate
18 is an organization of over 2,000 employees. The

LB employees are primarily located in Ohio, Virginia,
17 Colorado, Minnesota, and numerous other

18 out-of-region locations.

35 The organization has divisions

a0 responsible for network, operations, which includes
21 provisioning and engineering, sales, customer

22 gervice and marketing.

23 The 272 affiliate currently has operating
24 authority to conduct business in all 50 states, and

25 the 272 affiliate, today, provides interLATA




Docket No TC01-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-25
April 2, 2002

228

% srigination of service in 36 states outside the

b4 Lg-state pregion.

£ Mg . Schwartz has reviewed all of the

4 requirements of Section 272. I would like to focus

B @1 three specific areas where additional efforts
%  wers -- have occurred by the 272 affiliate.

7 section 272 (k) (2) reguires that the 272

# affiltate have separate books, records and

% aoeounta. The 272 affiliate established and

2 maintaing a separate chart of accounts and follows
1L OGRAP.

12 We maintain books, records and accounts

13 separate from the BOC. We have separate internal
14 finanaial controls and separate assets dooumented

3% and btracked in our records. The 272 affiliate and

rha BOC do not share accounting systems. They use

L7 systems which actually operate in

1% diffsrent locations.

5 Section 272(b) (3). The 272 affiliate has
o

s @ officers, directors or employees that are also

affirers, directors or employees of the BOC. The

EE

A 292 affiliate's employees report to division

‘eaders which report to the officer team of the 272

pgs affiliate.

T'd like to give you some further
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ey the 272 affiliate is separate from
4 wme 273 affiliate pays applicable taxes
ssrate from the BOC. The 272 affiliate

with all state and FCC reporting

gaparately from the BOC. And the 272

# ity cwn payroll.
Polinwing the announcement of the 272
& fwagt, lsplemented a program whereby

mE the 272 affiliate, the BOC, and the

- aompany would receive a color identifier,

would distinguish which company or

ent ity they represented. The dot was to be

o4 vhe smployee's ID badge and on their

e plate.

Employess at that same time then received

2 on the protection of information and how

aitees with the BOC and the 272 in

: with all of these rules.

oy

Mhis program to ralse awareness by

wf cemplying with the requirements in

reenter the long distance market were

asful, I still continue today to

o fyrom emplovees that are concerned

wawe 4 dot or they would like to know

rheiy dot.




Docket No TCO1-165
Qwest Corporation

Exhibits of Marie E. Schwantz

230

that occur with the

in identifying for

the organization

and the protection of necessary

aues with this knowledge.

re engure we remain compliant

273 prguivements, the 272 --

sow, fne second, Ms. Brunsting.

ghat point, I want to ask you one

i T oould, about 272 (k) (3).

BRUNSTING: Okay.

when we jdentified QCC as a

s affiliave in January, were there

whe wers an officer or a director of

BEUMSTING: There could have been.

& propably cases where they might be

« pyt an officer of one of the

tur only between the transition

ipto March. They were all

go -- and you ran this

Yeg, I did.

Exhibit MES-272-25
April 2, 2002
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waps properly aligned?
ME. BRUNSTING: Were realigned, yes.
MR, STEESE: Wait till I f£inish my

fovt then so as of the end of March when

wi up our wab site, at that point the clear

v Betwasn officers, directors and

wis alse made plain as well?
#% . BRUNSTIMG: Yes, it was.

Finally, to ensure that we remain

with the 272 requirements, the 272

-

sducates all of their employees on the

rpmapts of Section 272 within ten days of
AL,

#1311 ocurrent employees have received

ne and gomplete an annual compliance review.

ss phat have compliance issues receive

sy om who they can contact to get answers

paport potential violations,

understanding 272(¢), which is the

iminarnion reguirement of the BOC. The 272

réegueshs products and services through
sxecutive, The sales executive, as

rarrier, contacts the necessary

and a manager of the BOC regulatory

GUp .
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& s#filiate has an employee

# sorfations and administration
E the BOC as waell as our

& wappliers,

% my summary, the 272 affiliate
% affiliate, which this

% 273, are separate affiliates

% ta the regquirements of

bawe ghown that there are processes in

wre coveated and knowledge of those

v ramain compliant with Section 272,

smimand that you f£ind we continue to

2, And I thank you for this

wars this information,
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1 WOLTERS: AT&T has one witness,

izak. Mr. Skluzak has not beern

s
£

COBWOITT.

POMMIBYIONER LANDIS: Mr. Skluzak, if

s+13 praise your vight hand?

53 CORY SKLUZAK,

A of lawful age, being first duly
oputioned and solemnly sworn as

E wereinafter certified, was examined

and testified as follows:

5%

5E iWitness' response to oath - "I do.")

18 COMMISSIONER LANDIS: Very well, sir.

ik

1% @ewld you state your name and spell it, please?

MR. SKLUZAK: My name is Cory Skluzak,

ey, Bkluzak is 8-K-L-U-Z-A-K, with AT&T.

COMMISSIONER LANDIS: Okay. Thank you.

e MR . WOLTERS: Do you have a short
B4 wtation to give?

MR, SKLUZAK: I do. And as I'm gathering
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my paper here, I'd like to apologize for the
informality of my dress. I thought I was going to
workshop today, so I mean no disrespect. SoO...

COMMISSIONER LANDIS: We understand that.
This is Mebraska. It's not New York. If you look
around the room --

MR. SKLUZAK: Well, I'm from South
makota, so this is dressing up for me.

COMMISSIONER LANDIS: Yeah. We're
naighbors then. Go ahead with your summary.

MR, SKLUZAK: I talk about the importance
of gSection 272 in my affidavit dated June 13th and
hew it can act as a tripwire and how failure to
comply with Section 272 constitutes independent
grounds for denying a Section 271 application. I
don't want to rehash that in detail.

I conducted a -- three separate on-site
reviews of basically accounting documentation,
billing detail, as Qwest calls it, that was
provided by Qwest. And these were actual
aceounting transactions.

My predecessor at AT&T, Warren Fisher,
conducted two other reviews. So altogether the two
of us gonducted five on-site reviews. I -- my

testimony only goes as to my three reviews, the
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ey

initial one, which was conducted sometime in August
a etulsion

3 It was then followed up in April of this
4 vear because of the passage of time and the change
5 in entities to QCC. And then my supplemental was

5 my third on-site review. And it's confusing when I
E ralk about this in my testimony, but if you want to
% just frame it as one, two, three, initial,

] follow-up and supplemental. The supplemental was
i) needed because on follow-up, the second phase, I

1L didn't receive all the accounting detail for QCC,
12 but I subseguently did.

33 Either -- I believe it was Ms. Schwartz
L4 stated that accounting detail or billing detail is
1% available to AT&T or to any IXE who so wishes.

127 However, we had to go through data -- formal data
17 reguests. We simply couldn't waltz over there into
38 Owest's headquarters and see those. So whatever

19 impact that may have, we had to go through a

jess) formalized data request to see this information.

A3 Most of my testimony deals with my
bt findings from these three on-site reviews. Now,
i3 the purpose of my testing was to put Qwest's and --

gwest LD's and QCC's assertions of compliance to

55 the test.
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1 The FCC has basically dictated that paper
& promises cannot satisfy a BOC's burden of proof

3 regarding Section 272. Regarding Section

4 272 {b) (2), accounting treatment, I write in my

4 cestimony regarding the fact that GAAP, which is

& generally accepted accounting principles, are not

g heing followed as required by the FCC.

8 And GAAP goes beyond whether something is
k) accrued or not. It also goes as to timely
it accounting. I made the conclusion that the
i1 antities are not accruing from month to month or
from year to year, and certainly not recording in a

13 timely fashion,

]
&

For example, I have a couple of examples

St
Eral

where there were services from January to December
16 of a calendar year and they didn't bill for those
17 monthly services until December. So they didn't

18 bothery billing accruing form from January to

1% Pebruary, February to March, et cetera, until the
B0 and of the year.

2% Section 272 (h) is the transition period.
23 And I don't believe I -- I speak of this in my

3 affidavit, but Ms. Schwartz speaks as to it. And I

i3 would just like to point out as perhaps a matter of

T
g

clarification or -- or confusion that 272(h) states
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% that with respect to any activity in which a Bell

# omerating Company is engaged on the date of
3 sraerment of the Telecommunications Act in 1996,
% gueh companies shall have one year from such date

% =8 pnagtment to comply with requirements of this

& maghion,
Aand from a legal standpoint, I am unsure
3 of vhat gives carte blanche to Qwest to have a

e

sontimiing transition period or if there's a date
i gervain point there. I just raise that as an issue
13 for tihe Nebraska commission.

P I also speak in regard to 272(b) (2) that

Y did not find proper recording amounts to the FCC
LA &ZHMIS reports. And you can see that in my

i peggimony, The only entry on the 2000 ARMIS report

i% far Owest that I found was 1.5 million dollars of
11 garvices sold by Qwest to QCC.

18 Materiality I did not speak of in my

ER: affidavit. And I would just like to address that
a0 here, Ms, Schwartez speaks as to the concept of

4 materiality in generally accepted accounting

3%  principles. And at a previous workshop I was asked
2% sbpout chat materiality.

4 And T can now state to you, I know that

Frmom

g AP does look at materiality as a concept, but we
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have to remember that materiality under the
financial accounting standard board rules, the
#a5Bs, and other accounting rules is tempered by
sunh things as relevance and timeliness.

So you can't just say, well, the
materiality concept is there, therefore, our erxors
are sxcused because of that. And I would also like
to peint out that in Ms. Schwartz's own exhibit,
which I believe is Exhibit MES-8 in her affidavit,
what that is, is a copy of the biennial audit
procedures.

and on page six there's this statement:
*he agreed upon procedures, the AUP, engagement is
not based on the concept of materiality; therefore,
the practitioner must report all errors or
discrepancies discovered.

Regarding Section 272 (k) (5), which is the
public disclosure transactions, as has already been
discussed, there's a ten-day posting requirement.
The reason for this is twofold. First is to allow
sther T¥Es, such as AT&T and others, the needed
information to determine usage.

and the second one sheould not be lost in
rhe discussion here today, is to allow the FCC to

derermine compliance with safeguards. Therefore,

Exhibit MES-272-2%
April 2, 2002



%«;{’;

10

1l

12

i3

14

15

16

17

18

§

Docket Mo TCH-165
Owegt Corpo

when Qwest states that they are going to propose
something to allow AT&T to decide whether they want
to hire an officer or a director on the same
provisions, that's not the only reason for posting.
It's also to allow the FCC to make sure that their
safeguards are being properly adhered to.

A big issue here is at what point was the
QCC required to start adhering to Section 272
requirements. On pages 50 and 52 of my testimony,
T 1list several examples, A through G, running on
page 51 and then onto page 52, where AT&T feels
that QCC actually was acting as a Section 272
affiliate prior to then.

And certainly the process was started
much, much, much prior to January 1lst, 2001, or mid
March or whatever the date was that QCC was
identified as the new 272 affiliate. BAnd so our
position is that those transaction should have been
properly recorded within a ten-day time pexiod,
well before March 26th, 2001.

COMMISSIONER LANDIS: What would you have
this commission do or Qwest do to rectify that?
The transactions have occurred. They've now been
posted retroactively. The world knows about them.

And you're saying, well, they should have done it,
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but how do we handle that assertion of yours? What
do wa do with 1it?

MR, SKLUZAK: Well, I -- now, see, that's
a good point. And obviously you can't go back and
change what's already been accomplished in history.
Bur the FCC dictates that you take a look at past
behavior as well as a present behavior as an
indicator of whether Qwest will meet their paper
promises.

So I guess I trot these examples forward
in my testimony and today as indications that they
have not been properly adhering with the
regquirements,

Separation of employees. It seems to
AT&T that Qwest's strategy in this area seems to be
rhe -- to do the bare minimum, to pass the form
testing without meeting the substance, a form over
substance and, therefore, a circumvention of
controls.

Ms. Brunsting talked about the colored
dots, but we would state that colored dots do rnot
prevent off-the-record transactions with
revolving-door policy of employment. And this --
the new policy of, I guess, the four months period

was brought up after AT&T first brought it up in

Exhibit MES-272-25
April 2, 2002
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thm first day of the multistate proceedings.
I'm skipping through here because I -- I

kniow wa -- T don't want to rehash everything that's
inn my testimony.

In summary, the FCC -- and this is what
she chajirman was getting to. The FCC has stated
s®at the past and the present behavior of the BOC
appilicant is highly relevant because such behavior
provides the best indicator of whether the
applicant will carry out the requested
augthorization in compliance with the requirements
»f Section 272.

Once again, the purposes -- the purpose
of my reviews of accounting transactions was to put
gWest's paper promises or assertions to the test.
My conclusion was that they were not conscientious
in following the rules.

Us WEST LD, Qwest LD and QCC are three
entities that this commission should loock at. You
should not forget that US WEST LD is also a part of
the sguation when you look at the past history of
compliance .

T encourage the state commissioners and
the staff to spend some time reviewing the many

sxamples of noncompliance whereas presented in my
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4 vestimony. It makes for tedious reading, but it is

important to go beyond Qwest and QCC's mere paper
3 promises. Thank you.

4 COMMISSIONER LANDIS: I have a gquestion
T for you, and then we'll pass to the other

& pommissioners.

MR. SKLUZAK: Certainly.

# COMMISSIONER LANDIS: You stated in your
2 testimony you have a concern about not using

i separate software at separate facilities for

E gomebhing, and I think it was payroll items?
5 MR. SKLUZAK: Yes.
LE COMMISSIONER LANDIS: What do you think

L the requirements are to satisfy the 272 requirement
18 with respect to software or having it in separate
1% facilitlies?

5 MR. SKLUZAK: Well, it's my understanding

1 vhat Qwest is performing payroll functions for QCC.

18 I -- I would say that that's -- that's one part of

2% avidence. And then you take the fact that
%3 thare's -- there's many employees dedicated 100

psrcent of the time as between the two entities.

% There's much migration of emplcyees between the two

24 sngities.

b Aard so taken all together, it's a
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! circumvention of the separation of emplovees,

it

directors requirement.

3 as far as your direct guestion, what

F-=4

would I recommend? I would recommend that they

5 wouldn't -- wouldn't do that so as not to

& sircumvent those rules. For example, QCC could

7 perform their own payroll functions.

8 COMMISSIONER LANDIS: If the -- if they

9 had an arrangement that you could get, the
10 gonfidentiality agreement, that would tell you how

11 many employees are doing the payroll function and

12 who they are and the hours and how they're being

13 veimbursed, would that satisfy that kind of

14 concern, or in all instances are they going to have
18 to have two separate -- can there ~- can there be
, 18 contracting between the two entities as long as
i 17  4t's disclosed and made available to you?
iB MR. SKLUZAK: Well, my concern would not

19 he so much that AT&T would go over to Qwest and ask
3a to perhaps use Mr. Nacchio's services. It would go
23 as to that second concern on the Section 272

23 safeguards. And that would be to allow the FCC to

23 make sure that its safeguards are not being
a4 cireumvented or not being adhered to.

2
134

8o as far as AT&T going over and taking a
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L lock at the billing detail, I -- I guess the FCC
could do the same thing, but if they were posted to
3 the internet site, it would be much easier for the

4 £CC to do that.

5 COMMISSIONER LANDIS: Okay. Commissioner
& Johnson?
ki COMMISSIONER ROD JOHNSON: {Shaking head

i side to side.)

G COMMISSIONER LANDIS: Commissioner Boyle?
30 COMMISSIONER BOYLE: Have you testified
11 in other hearings?

12 MR. SKLUZAK: I have.

13 COMMISSIONER BOYLE: In the Texas and New

14 York, did you testify?
15 MR. SKLUZAK: ©No. When I refer to

16 restifying in other -- I've been in other workshops

17 for Section 272 in Arizona and the multistate and
18 in -- and other hearings were on other non-Section
19 272 matters.

20 COMMISSIONER BOYLE: But you didn't

21 participate in it outside of the Qwest territory?

232 MR. SKLUZAK: That's correct.
23 COMMISSIONER LANDIS: Commissioner Lowell
24 Johnsen?

25 COMMISSIONER LOWELL JOHNSON: No.
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COMMISSIONER LANDIS: Well, then we'll
fo the commission staff and then to you -- oh,
wdé.  We'll move to you, Mr. Steese. It will be
FERUY LU,

ME. WOLTERS: I have no questions.

COMMISSIONER LANDIS: Hearing adjourned.
{skay. Go shead.

MR, POST: I don't have any questions.

COMMISSIONER LANDIS: No guestions,

MR. STEESE: Sure. I have a few
guesstions here for Mr. Skluzak. Good to see you
again., You said that you wanted to make a point of
gayving that you gouldn't just waltz over and see
rhis underlying material, You actually had to
igsue a data request. Do you recall that?

MR. SKLUZAK: That's correct.

MR. STEESE: And in this particular case,
the reasen why you wanted to review this material
was 80 you could make presentations in proceedings
Juat 1like this; fair?

MR. SKLUZAK: Yes.

MKE. STEESE: And Qwest has made it

dantgly clear to you, I know, in the seven-state

serrect, that the reason why we require a

Exhibit MES-272-25
April 2, 2002
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18 4o we, for purposesg of these

sould keep track of the review that

3 i Eor purposes of legal proceedings;

F

M, BKLUZAK: As far as "abundantly

% I guans fy answer would be no. What -- was
i ¢ impention when -- when you spoke as --
‘ i M, STBESE: You don't recall?

& i, SELUZAK: No, T don't recall.

M, WOLSTERS: I don't regall it either,

pagt thar's -~ that could have been made. I

nt e ramember it being posed quite that way

MR STRESE: We can move on to the next

¥eur maigd 272 (h), which says the BOCs

4 yeay fxom the date of passage of the act to

- aowplisnge with the 272, You talked

wegviously,

yomt would acknowledge, would you not,

iga like the old US WEST are not

fram marging with another company?

MR, BELUZBK: Wo. That's correct.

MEB, STEESE: That's correct. And you

would you not, that if there's a

decision is made that you have to
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Lpansition or you plan to transition to a new 272

¥ affiliave, it will take some period of time to get

woplished; fairx?
* MR . SKLUZAX: Yes.
ME. STEESE: And so certainly it cannot

ingtantaneously? There has to be some

# mmewnt of transition time; correct?

# MR, SKLUZAK: Yes.
B MR, STEESE: When you look at
i Bmotion 272(b) (2) -- and I'm going to describe what

i y f these are for the commission because we all
had Enow bhem wvery well, but the section numbers don't
L% mean 48 mugh to others. This is the separate

34 fimancials requirement; correct?

%5 MR. SKLUZAK: Yes.

£ ME, STEESE: And here you would agree,

17 wenld you not, that QC, the BOC, and QCC use

. BB gEparate accounting software? You would agree with

L8 rhat, wouldn't you?
kge MR. SKLUZAK: Well, I -- I don't know if
25 ¥ would. 1 thought I heard Ms. Brunsting say that

% povth entivies use PeopleSoft.

MR, STEESE: They each maintain separate

ng software; correct?

MR. SKLUZAK: I don't know. I guess I'd
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v pack and refresh my memeory by reading
rew gl Mg, Brunsting's testimony.

% Mp, STEESE: Well, just really brief, you
# ¢ testimony in the 271 docket in the

% e gtatn gy COTTect?

% MR. BRLUZAK: Yes.

MR, STEESE:; And on page 192 you say, and

4 1 saota, “"Agcording to the testimony filed by

%  ®m, GBrunsting about QCC, the 272 affiliate

sunting and finance functions are performed by

c¢ompany, which is net the BOC."

#nd I guess that's why I was confused

n wou tall me that the BOC is performing the

3%

g payrall functions -- is performing the

11 funetione, Se I guess payroll is not

6 ing and financial functions? Are we talking
37 aach othex?

18 Because I thought there you very clearly
9

MR. SKLUZAK: Okay. I guess I'm confused

s, Today I'm undey the impression that Qwest

Coarporation is providing the financial

ie that true, to the BOC and to QCC?

MR, STEESE: I'm asking if you know
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& , the BOC's?

& M, SRLUZAK: T guess I don't know today.
& s, STEESE: You would agree, would

k| SrMMISSIONER LANDIS:  Well, if T might

& hWere, Mr. Steese? Seeings how neither

. 5% e swem to know, but the record is unclear
¥

sonld you provide an answer in writing to

#t some point in time?

ME. STEESE: We can provide Ms. Brunsting

»f raburtal --

COMMISSTONER LANDIS: Bring her back up?

Just so we don't leave today with a question

b owi gan get an answer to.

* ME. STEESE: And you would agree, would

g

woms poet, that QC and QCC, the 272 and the BOC, they

v separate charts of accounts; correct?

MR, SKLUZAK: They do.

Wiz, STEESE: And in terms of your focus

+y , phi separate financials, you've spent a

us amount of effort focusing on the

s period between the date of the merger

ok 2&th, correct, in your testimeony?
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i MR. SKLUZAK: But -- but that wasn't my
¥ ME. STEESE: I'm just asking, you spent a
& z s amount of time focusing in on that
& prtdnular point on {b) (2} ; correct?
£ MR, BWLUZAK: 1T spent as much time on
# a8 I did on a prior period, too.
% ME., BTEESE: Are You aware of any failure
%

R e QDO to acorue for any transaction post

Hawrok ZHuh of 2001, when the transition was

Lt

MR. BKLUZAK: I haven't done any testing

T Bt post March 26th, so I am unaware.

MR, STEESE: Let's focus next on (b) {3y

2

directors and employees. Are

of any circumstance post March 26, 2001,

there in any officer, director or employee of

that 18 the same?

kX

MR, SHLUZAK: Inasmuch as I have not done

ving post March 26th, the answer would be

BTEESE: oOkay. And Commissioner

the question about employee sharing

me tallk about that very briefly. vYou

wotlld vou not, thar employeea sharing
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i# not probibited? It needs to be policed;

M. SKLUZAK: Yes.

MRE. STEESE: And so there is some amount
ol wmployes sharing that is perfectly acceptable by
the »» gegording to the PCC?

MR. SKLUZAK: I guess have -- I don't
fnmw 3£ they've made a distinct ruling on that or
if shat's by inference, perhaps, are you asking?

MR. STEESE: I'm asking if it's your

4t

andsrstanding that some amount of employee sharing
e someptable according to the FCC.
MR. BKLUZAK: I guess my answer to that

wotibd e I don't know, because to the extent it is

it therw, it would be by inference. I haven't

XYY announcement on it.

MR. STEESE: One moment. And, again, I'm

ding on the top of page 294 from the multistate.
Andd wou said, "You know, I would agree with

Mr. Suesge or chavacterizing what he said, it would
be nopsensical not to have any transferring of

5 between these two, but it needs to be

viy peliced.”

Do you remember giving that testimony?

MR, HKLUZAK: Well, I -- I don't remember
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% wge T «- I take it it's an accurate portrayal
5 =f what 1 sald.

% Wi, STEESE: And to the extent that an
%

sharing arrangement occurs and the

+ that is shared is a QC, BOC, employee,

regngast ion with rates, Lexrms and conditions on the

% waly aite, disclosing, so that way if AT&T or some

# ey ITXE wanted to get similar gervices at the
L wami rEbas, terms and provisions, they could do so;
Eh

THE WITNESS: Well, no. That's not

seppet . And once again, that underlines what I

s trying to say to the commission is, the second

L purposs of posting is so that the FCC can determine

55 whar wheir safeguards are not being circumvented.
57 MR. STEESE: So what was incorrect about
L wy sratemgnt?

PR MR. SKLUZAK: You said just so that

pha -- APET or the interexchange carriers can, SO

.~ that's one purpose of two purposes.
iz MR, STEESE: 8o we -- Quwest Corporation,
23 so0, wonld be obligated to post on the web site
ot | rares, terms and conditions; vorrect?
4 MR, SKLUZAK: Correct.
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MR. STEESE: When you look at your
semtimony, you spent time talking about how Qwest
wmications Corporation, or QCC, and Qwest LD
waws failed to post transactions within ten days;
anyrent?

ME. SKLUZAK: Correct.

Mi. STEESE: and that's based on what
wintwa talked about with Ms. Schwartz in her direct,
chns being that you believe it's insufficient for a
ell Sperating Company to post one large
vrangaction, then conduct business under it month
v manth: gorrect?

MR, SKLUZAK: Among other things.

MR. STEESE: But you think that would be
ipappropriate?

MR. SELUZAK: Yes.

MR. STEESE: Have you reviewed the SBC

wih site?

b

MR, SKLUZAK: No.

MR. STEESE: Are you aware of whether SBC
posts monthly transactions or whether they just
post one bread transaction and then provide
services, much like Qwest is offering today?

MR, SKLUZAK: Based on, I believe,

Ma. Schwartz's testimony in previous workshops, I
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1 rave been made aware of that.

1

MR. STEESE: But you have not looked to
3 see whether that's accurate or not?

4 MR. SKLUZAK: No.

& MR. STEESE: You also spent some time

6 talking about billing errors that Qwest identified

9 for the month of March; correct?
B MR, SKLUZAK: Yes,
9 MR. STEESE: Have you locked in the

10 April, May time frame, after the initial transition
i3 was complete, to see whether or not the billing

12 information was properly being tracked?

33 MR. SKLUZAK: No.

14 MR. STEESE: Do you dispute

15 Ms., Schwartz's testimony that there is less than

L& one percent inaccuracy in each of those months?

17 MR. SKLUZAK: In which months are those?
18 MR. STEESE: For April and May.
19 MR. SKLUZAK: Once again, inasmuch as I

20 did no testing, I could not dispute those.

21 MR. STEESE: Are you aware of any

22 situation after March 26, 2001, when the transition
23 was complete, where Qwest failed to post a

24 transaction on the internet within ten days?

25 MR. SKLUZAK: Once again, the samg answer
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as before, no.

MR. STEESE: Earlier today I thought T
neard you say, and I think I read it in vour
testimony as well, that you helieve Qwest's
cbligation to post transactions between QC and QCC
began sometime before January of z2001. Did you say
that?

MR. SKLUZAK: I did.

MR. STEESE: And you would acknowledge,
would you not, that in the seven-state proceeding
you testified that there was no such obligation
until January 1 of 20017?

MR. WOLTERS: I'm going to intexrject
here. I --

COMMISSIONER LANDIS: Object ox
interiject?

MR. WOLTERS: Interject. I think 1if you
ook further in the record, AT&T said that it was
reviewing whether it believed from a legal matter
that there was an obligation to post effective date
of the merger.

MR. STEESE: I'd still like an answer o
my question, if I could?

COMMISSIONER LANDIS: Sure.

MR. STEESE: You testified to chat point
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in the seven-state, didn't you?

MR. SKLUZAK: I probably did.

MR. STEESE: One other point. You have
in your prefiled testimony with respect to
272{e) {1), which is part of the nondiscrimination
provisions, that you have concerns about (c) (1) .

In the multistate you testified that those concerns
have gone away. I'm not sure which it is at this
point. I just want to know the timing of your
filing here, when it was vis-a-vis the workshop.

Do you still have concerns about {c)y(1)?

MR. SKLUZAK: If you'll allow me a moment
to briefly review that. 2and I'm looking at page --
pages 60 through 64 of my prefiled testimony. So
as not to dismiss what I wrote there, I would state
that paragraph 132 is the pertinent paragraph that
the commission would want to look at.

Perhaps, Mr. Steese, what you're getting
at is -- well, no, I -- I'm not sure what you are
getting at.

MR. STEESE: I'm reading here, and maybe
I‘m misunderstanding it, Mr. Skluzak, but on page .
152 of the transcripts in the multistate you say,
and I quote, "I wrote a comment to the effect that

we cannot determine compliance with 272(c) (1) until
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we receive all information. Since the writing of
that comment, I received sufficient information so
that would not block a determination as to
compliance with 272 (c) (1) ."

and so I'm wondering, since I think this
is more recent, that now your concerns about
Section 272{c) (1) have gone away.

MR. SKLUZAK: I -- they haven‘t. And
without going onto a proprietary record here, I
would just point the commission's attention once
again to paragraph 132 where I have limited my
concern, if you will, in response to what was
brought up in the multistate to that particular
paragraph.

ME. STEESE: So is there anything that's
happened since the multistate? Maybe I'm not
understanding.

MR. SKLUZAK: Well, I believe in the
multistate that the transcript will reveal that we
did discuss these specific examples that I talk
about in paragraph 132.

MR. STEESE: Okay. Let me look at that
cuick. We can -- you're talking about the
reference to a separate affiliate, and the name of

it is US WEST Advanced Technologies?
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MR. SKLUZAK: That's correct.

MR. STEESE: And so here you think that
the obligations of Section 272 extend beyond the
ROC and the 272 to yet a wholly separate affiliate?
Is that what you're saying?

MR. SKLUZAK: I discuss in paragraph 123
of my testimony, footnote 125, the chain
transactions. And I believe that you, Mr. Steese,
questioned me extensively on the chain transaction
rules, which is in the multistate transcript.

MR. STEESE: 1I'll let the recoxd stand as
it is, then. Moving on to 272(e}, the separate
special requirements, if you will. 1In past 271
decisions, all the FCC has required here is a
statement from the BOC that it will impute access
if that's been deemed adequate for 272te}; gorrect?

MR. SKLUZAK: Well, I don't want Lo be
rushed here in agreeing with you. That's -- that's
certainly one of the indications of compliance with
this section. And Qwest has now put such a -- such
a statement in their testimony, but without
spending the commission’'s time loocking through
this, I guess I can't agree with you right off the
top of my head.

MR. STEESE: Okay. That's fine. wWe'll
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move on to the last area, 272i{gl, a gaparale «-
excuse me, joint marketing reguivements.

Here, Mr. Skluzak, vou'ze -~

that you think heightened gorubiny should b

on Qwest visa vis other BOCs with ¥28p
Section 272(g); correct?

ME. SKLUZAK: That's corradi.

MR. STEESE: A

that Qwest is meeting 272(g) teday.

rules that apply to Texas and Hew

to Qwest, they would comply, but you Rk
something mors needs to be dons

MR. SKLUZAK: Well, I

a fair statement. The FLOU takes & is

applications on a cage-by-case basis.

o

therefore, maybe Quwest is not mesting

Section 2721{g} given {wagt'd past fyis

Us WEST's past history <

Section 271 interregion

MR. STEE

5
o
v

my question. I'm saying

were applied to Wew York

Quwest, Quwest meets 272{gl, dossn’u

asking for som

2]

you're concernsd aboul,
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MR. SKLUZAK: Well,

yes or no. Once again, it's

basis. Did Bell Atlamtio,

history of gantin inyolved in 7L
g

gection 2717 I don't think so.

different

answering

saying is
that what you'rs saying?
MR. SKLUZAX: Yes.
MR. STEESE:
moment . I don't thiok

COMMISSIONER

ME. STEEBE:

that I have.

COMMISSIONER LANDIE:

Mr. Skluzak, Mr.

questions regarding a nrans il ion

&

company should have

before -- when it hecomasn &

Do you remembsy those

MR, SHLUZAK: T 4o

MR . WOLTERS: Mow, 49
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tran- -- this so-called pransit

Section 27% {k
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you look at a
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who the BOC is and who the 2725 are, and hopst

do, let's talk about the separate affliiiates ==

specific 272 reguirements,

,.“
or
1

272 (a), separate affilis

the BOC has to offer -- must createa a2

to offer long-distance from, and we nave

[

72 (b} are the struchural ansl

&

transactional requirements that we must opey

=

£,

na

the 272 separate from the 8oC, and we o

aasd -

272{c) contains the nandisorims

safeguards. We must treat -- the BO

3

8

ey ae B g B
mUSL Lreag

272 just like any other snterexchange carrier, and W

do.

272(d), the

Once we have authority to offer long-distance

we're required to obtain a 272 audit every Lwo yR4ars

provisions that we're prepared o follaw.

2724

h

y contain the sunset ruleg and

that talks about when 272 actually expires.
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in our 272 history.

The first bullet that cirzled on a

[}

chart that appears benind me here, Qwest Long-distance
or US West Long-distance before the merger, has Been
compliant Section 272 subsidiary since the releass of

the Rct. We have always had a compliance Sectir

o3

2]
—~t
]

subsidiary and that's very important to remembey.
The next bullet

transition in our history when we went through tne

Y Ty wWe nrouagn t
Owest-US West merger. That took place in the latter

nalf of last year. Th
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that OCC is a compliant Section 272 subsid
as OQwest Long-distance.

A little more about {wesh

Long-distance. We plan tc operate 1t 3s a rageiler as
opposed to -- as 2 reseller, 1 should say. Besatn, Hu8
been compliant since 1955 to the present. We'rs

planning to dissolve it later this year and

Ms. Brunsting will talk morse about tha

2

One more time, {west Long-distand
establishes a five-year history of Section 272
compliance for Quwest Corporation

Mow that we understan
long~distance as a compliant Sesction

five years, let's talk about rhe Qwe:

As most if you know,

impacts on all operational areszs af our busines

was a merger between WO very different multinational

companies. One was a local se

a long-distance company.
of a nonregulated culture

Again, it triggered a decil

jast year for us to reasies

affiliate. Then it alsc created some

disruphions in our accounting
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[

We realize that a merger o rrig size

193]

¥y
£ b

ngd we

Qs

would trigger some one-time disruptions
were ready with strength and controls and wa made

corrections immediately as they became KriowWh &5 a

Wil £

appear in ATLT's testimony were discoverad by

3

internal controls and provided to AT&T a summary

s

~ontrol report, and those discrepancies were
subsequently corrected in the following monih.
We'll talk about those as well.

The Qwest merger resulted in strategic
and employee realignments and otrher operational
arrangements we had to execute in compliance with ali
federal and state regulation.

What were the impacts nf the Sesiion
272 transition, the merger resulted in & decisiom RO
change our designated 272 affiliate. The naw Section

272 affiliate, Qwest Communications Corp., Was

identified or named in January of last year -- 2001

January of this year.

Again, QCC will be

provider versus 4 reseller by Qwest

wWe nad to overlay the Section 272 controls

in place at Qwest Long-distance Cnito QUC antt then we
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further strengthened those controls through learnings

that we had in the Qwest merger transiticon. We turned

up QCC as a compliant Section 272 affiliate on March 26

of this year. Congress gave the BOCs one year Lo ke

cheir 272 affiliates compliant when they reie

2.
ot
B

3 S

not. We made QCC a compliant 272 subsidiary in ju

o]

threze months, all while maintaining Qwest's
Long-distance as a compliant 272.

Mow that we understand how the merger
rransition in the Section 272 transition for QCC
created some one-time disruptions in our processes,
let's talk about the specific and critical 272

regquirements.
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16 MS. SCHWARTZ: 272(b) (1},

ipdepsndently. QC, the BOC, and QCC the 272 cannot

and do not jointly own any network facilities or the
tand or buildings on which those facilities are placed.
There can be no transfer of any network facilities from
QC, the BOC, to QCC the 272, there can be no oparation,
installation or maintenance, or OI&M, on QC or the
BOC's facilities by the 272. Conversely, there can be
no OI&M performed on QCC's or the 272 facilities by the

BOO or any other Qwest affiliate, for that matter.
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provide any discriminatory access Lo network

5. We've satisfiled the operate independently

y monitoring all of our network assets
‘ough the ewtensive training we've

network leaders and staff personnel.

any OI&M for QCC or vice versa.

i not dispure Our compliance with 27Z2i{nYy (LY.
E iy (2), separate books, records and

ace, the 272, must maintain books, records,

rhat are separate from the books, records,

of the BOC, aor QC. QC, the BOC, uses

#{pancial system, controls, edits, and we have

qeneral ledger systems that are maintained at

o
i

Tenations that Ms, Brunsting can talk about in

more detail, QC, the BOC, has a separate

af accounts from QCC the 272.

AT&T contested our compliance with

~ss we have separate charts of accounts,

1
-
—

sd in my direct testimony and also

of Ms. Brunsting, and those were marked

7-Owest-1 and T-Qwest-3. They also

and that we Lsgs Sgparate versions of PeopleSoft

5 are maintained at

20 thelr concerns are
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4. we have sufficient processes in place to

23
in separate books, records, and accounts and we

FOC's test from previous approval orders.

Another issue that came up in ATET's

T mere, all publicly traded companies ara
paguired o follow GRAP. The parent and QC, the BOC,

regqular financial statement audits. As most OFf

ped

yrow, the BOC starts with GRAP, Generally Accepted

ing Principles, and we overlay additional FCC

orado state~specific requirements. GAAP uses

sriality in assessing compliance. AT&T has

imed that it's inappropriate to use materiality

when assessing GAARP, but even the FCC recognized the

af materiality in GRAP in Part 32.26. FCC

.

g

fu

~ite to the FCC rules, for those

aren't fam.liar with that cite.
All Owest companies are reguired

. follow GRAP, and they do. We have dozens of

ensure we follow GAAP. That's part of my job. We alsc
wave an ungqualified audit opinion from the company's

auditors for QC, the BOC, and QCI. We entered those as

7-Dwest~6. 1-Qwest-6, the first page is the

auriitc opinion of Arthur Anderson for Qwast Corporatiom,
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ne followlng two pages contain the auditor's
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el

spinion for OCI, the parent company, showing ©

=
]
i
it
wy
@

two companiss follow GARAP.

Moving on to 272 (k) (3}, separaie
fimers, directors, and employees. rgain, QC,
ke BOC, and QCC the 5772 must have separate officers,
dirertors, and employees. Any BOC employee wWhe
parforms functions for the 272 is required to report
rheir activity so that QCC can be billed appropriately
under FCC pricing rules found in Part 32.27.

AT&T contested our compliance with

by (2) due €O pre-272 transition structure ard loaned
amplovyee practices. We voluntarily modified our loan
employee practices to limit the duration to four
months. We've satisfied the FCC's test used in both
Maw York and Texas for compliance with separate

fimers, directors, and employees by making our

filed i r testimony, bY

{

smployee rransfer and hiring policies that s.preli‘_
sut the 272 requirements as well as maintain the
sonfidential information of the BOC.

272 (b) (4) 1'1ll touch on briefly.

mgain, that creditors of QCC the 272 may not have
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recourse to the assets of QC and BOC and they do not.

Wa satisfied

23]
ot

fmd

he no rscourse ragquirement of Section Z7Z
by reviewing all of our debt agreements, and I was &

wart of that review through extensive trainiru asfforts

ansure those requirements are understond and

complied with., AT&T did not dispute our compliar

t nce
winh 272{b) {4}.
272 (b) (5) is probably the most
tested area of compliance with Section 272.
That requires that transactions be at arm’s length, i

writing, and posted to the Internet. All transactions
metwesn the 272 and the BOC must be reduced to writdng
and we've documented those by tariff, by standalone

agraement, or by service agreement. All transactions

metwesn the two companies must be posted to the

-
-
oo
a

=rnet within 10 days, and they are. Rates, lermsy
and conditions of every transaction must be made
publicly available to ensure that the accounting
safequards are being maintained and to make them
available under the same rates, terms, and conditions

vo third parties. All transactions on the Web site

b ed
[ 58

b

reviewed by the Section 272 compliance oversight team.

which I'm a member, and we fashiocned our oversight

after SBC's compliance committee.
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ne Section 272{b} (5}

T

T4 We've satisfisd

sments by documenting all of our transactions,

31

uoting them subject to the Part 32.27 FCC pricing

s, 4nd posting them to the Internet within 10 days.

W af our transactions to the cost
4 pimn mannal, we reconciled them to the CAM audit

4 sheets and to the ARMIS reports which are filed:

4 4t the FOO on an annual basis. This is consistent with
# sat where (5)(b) compliance in previous 272

sval orders.

% More about the 10-day posting

reguirement . ATST maintained we should have posted

sransactions for QCC even before it was named a 272

affiliate in January of 2001. They also ignored our

o to make the 272 -- the new 272 affiliate 272

sompliant. Again, that took us about three months

Omest has always met the 10-day

copri rement for Qwest Long-distance, ouxr old 272

angd we continue to meet the 10-day

NCC, our new 272 affiliate, since we' o

or new 272 Web site on March 26th -

We can go to two exhibits that were

ir this proceeding, 7-Qwest-7 and T-Qwest=81
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betwsen the date the document was signed or executed
and the date we posted it. 1If you go down to the

hottom right-hand corner you can see that

et
s
®
o
@
]
jae]

1
422

posting time for QLD transactions was 6.7 days.

Moving on to 7-Cwest-8. It's laid out
in pretty much the same fashion. That is the Internet
posting record for QCC, the new 272 affiliate. Agailn,

computing the days between the days that ensued bebwesn

when the agreement was executed and when it was posteid

tm the Internet, for QCC we had an average posting o]
of 4.7 days. In both cases clearly below the 10-day
posting requirement.

MS. JENNINGS-FADER: For clarifications
is that calendar days or business days?

MS. SCHWARTZ: Calendar days.

MS. JENNINGS-FADER: Thank you.

MS. SCHWARTZ: Moving on, Emore &

(by5. Sufficiency of posting detail.

The FCC gave us guidance in the

"';_1
.(u

je
s
b
rt
-

antic New York order where they rejscted

sontain sufficient detail to show that Bel
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23 would comply with 2721{b) (5). That can be found in
4 paragraph 13. The FCC concluded that the following

25 mist De posted: Mumber and type of perscnnel agsigned
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to the project, level of expertise of such personnel,
any special equipment used to provide the service,
and the length of time required to'complete the
transaction.

AT&T has maintained that we should post
actual transaction involvement. For example, to the
@utent we have a human resource service posted with the
appropriate rate, terms, and conditions that include
number and type of personnel, level of expertise and s0
forth, they also would like us to post confidential
information that will show how many employeés have
actually purchased the human rescurce service.

The FCC concluded that volume dossn’'t
have to be posted to the Internet.

MR. WOLTERS: What paragraph is that?

MS. SCHWARTZ: T believe it would be on
or around 4-13, but I can verify that for you. That
should be in my testimony.

MR, WOLTERS: Okay. That's fine.

M5, SCHWARTZ: That's Mew York. I =an
get back Lo you with that, Mr. Wolters, but [ believe

ir's in my direct testimony.

We do satisfy the FCC's requirement for
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syffiziency and we can refer to two more exhibits in

34
H proceeding today, 7-Qwest-9 and 10.
£ T-0Owest~9 comes from the Qwest
3 tong-distance or old 272 affiliate Web page. The first
2

an overview of the Web site. I'1l walk

£ yaou through the document and you can read this at your
& X ire.  The next few pages contain the current

-Lons or transactions that are in effect today:

e

v master services agreement, for instance, whieh

provides general guidelines as to how the two companies

will conduct their business, and then actual work

1l ars and task orders or the specific agreements that
13 nawe been executed between the two companies.

The same sort of detail is available in

b

-=10 for OCC, the new 272 affiliate. An overviéw

page that basically describes the companies and the.

Inbgrnet site -~ on the third page of that exhibiy you

in mes the actual work orders and task orders that are

effect today and you'll find guite a bit

yolume on the QCC Web site since we've been

rhe old 272 affiliate. Then examples

are actually being provided today in

descriptions for human

arel then also for the shared space
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angd furniture rental agreements.
Moving on that to slide 20. What has
oup parformance been with regard to accuracy with our

s ransactions for QCC and posting those ©O the Internet?

rically measured accuracy in terms of

pancies between the prices that are posted on the
Web and the prices that are actually billed back and
fareh between 272 affiliate and the BOC.

Tn the chart that I provide here,
you can see the 272 transition period, the January,
February, March time frame that we talked about sarlier
whan we were making QCC 272 compliant. The first month
we actually had accounting data to review was in the
March time frame. In March we had a discrepancy rate
petwesn what we had posted on the Web and what we
actually were preparing to pbill of 12 percent. We
grpected some one-time problems that first month, and
wa were ready with strength and controls and we had
sddicional staff ready to review transactiens. We've
gotten our discrepancy rate down to zero in April,
v zero in May, and preliminary review of June data
ApPEArs VEry good as well. As soon as that's

available, we'll provide that to AT&T and update the

Wwe reconcile all of our transactions
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24 with our 272 companies on a monthly basis, both what

2% we bill and accrue. We adjust any differences in the
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month following discovery.

Once again, we did expect issues int
the first month of processing, but we were ready with
strength and controls and we've gotten our discrepancy
rate down to zero.

The best way to sum up Section
272 (b) (5) is with more guidance from the FCC and
SBC Texas where they sald that BOCs must demonstrate
that they have internal control mechanisms that are-
reasonably designed to prevent as well as detect aﬁd,
correct any known compliance with Section 27Z. Wa've:

demonstrated that we have the appropriate controls in;

place to satisfy both the FCC and state requireménst«s;f



Docket No TC01-163

Qwest Corporation

Exhibits of Marie E, Schwartz
Exhibit MES-272-26
April 2, 2002

58
i M5. WAYSDORE: Would the rates that ars
2 billed under that contract between the affiliate and

£

the BOC and any discrepancies betwsen the actual rates

4 that were billed, assuming there were, hypothetically,
5 and the rates that are listed in the contract or
& gontained in the contract, would that then be included
7 in the calculation that's done monthly as described on
B your slide 20 so that if, at this point in time, the
G contract said that pieca of dark fiber was $10 a month
L0 hut it actually got billed at $5 a month, would that
1l come out in this sort of form and would that
1e information be available to others?
13 MS. SCHWARTZ: Yes. Any service that
14 you see on that exhibit, we're reconciling all services
18 on a monthly basis. That reconciliation is not publis
16 information. It's not required to be public but it ﬁas
17 been -- will continue to be made available in this

18 proceeding as long as it's open.
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M5. DOBERNECK: I'm interested in the
sccounting controls to determine discrepancies and
things of that nature.
MS. SCHWARTZ: Absolutely. We did mo&é
a lot of folks into the 272 area to focus directly on
identifying services, on pricing services, and then
also reconciling services. in addition, we hired a
vaam of accounting professionals from Arthur Anderson
tn come in and they conducted I pelieve cver 150
interviews of personnel in each of our business units
ro ensure that we had identified any services that were
peing purchased from or provided to the 272. So those
would be some examples of where we ramped up resources
in order to implement 272 accounting controls.
MR. BELLINGER: I believe you said you
wers going to cover this later anyway? Could we wait
until we finish the presentations and go back to

questions?

MS. DOBERNECK: 1I'm happy to wailt.
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MR. BELLINGER: Why don't we find this
& Wi your other presentation.
3 MS. SCHWARTZ: I nad a few more pages
4 v go there.

prior to doing that. Mr. Wolters had

Lo
£

suked earlier about the cite in SBC Texas for the FCC,

starts to get into the discussion of volume and

G5y

sonfidential agreements and so forth. That starts at
] paragraph 403 and continues to 407.

34 Back to slide 22 where we talk about

Py

vhe 272(ch, nondiscrimination safeguards. We talked

1 abkout that in our discussion earlier, that QC,
13 the BOC, must and does make available goods, services;
14 familities and information that it provides to the 272

1% ro other long-distance carriers at the same rates,

14 rerms, and conditions. We demand straight compliance. -

ol

with 272(c) by insuring that QCC, the 272, obtains

18 information and services from the BOC through the séme

19 processes as other interexchange carriers. That would
25 be through the sales executive team contacts. QC, BOGy
a1 must post transaction between the two companies to thes
22 Internet site, and we talked at langth about that, ané
23 rhat all agreements petween the BOC and the 272 are

24 caviewed by that 272 oversight -- compliance oversight
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vaam that 1 discussed earlier that I'm a member of.

-
3

ALl BOC employees are required to Lrest
oeo, the 272, like any other exchange carrier and we've.

demonstrated we have sufficient controls in place to

On slide 23 I'll touch on the plannuald
audit in the interest of time. We ralked about fhat
aarlier as well. Once we have 271 authority we'll have
a 272 joint and federal state audit. Every two years
rhat will begin in the first 12 months of operation.
It's very important to know that this is not the only
place where Section 272 compliance will be assessed.

I+ will be continually assessed through 272 biannual
audit process and the FCC has placed heavy reliance on
rhe existence of the biannual audit in each of its 271
approval orders.

Wrapping up, we've provided sufficieﬁt%
svidence on the record to prove we are 272-compliant
roady, We've had compliant Section 272 subsidiary
since 1996; that was Qwest Long-distance. We
successfully rransitioned to a new 27¢ this year, LG,

We've demonstrated that we have sufficient controls LA
place to comply with Section 272, an FCC reguirement.

we'll continue to supplement the record in this

proceeding regarding the 272 (b) (3) Web discrepancias
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TL
H Finally, we'll reaffirm cur 272
compliance through the first biannual audit and

3 thareafter as long as 272 is in place.

N

We've demonstrated that our 271

oy

authority will be carried out in compliance with

L

i Section 272 and that's the FCC's test. We ask thst you
find we have met the burden of proof in showing Sectiocn
i 272 readiness.

Thank you,
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‘85
W5, WAYSDORF: I have one very quick
Te's just a follow-up on Mana's questions.
sxing, when you testified that every
sives thnis training within 10 days of

iz's part of their annual
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I would assume that's what you meant.
"n ..

zyary employee,” do you mean every

cpe company or avery employee of the 272

#5, BRUMSTING: currently today, every

It not only covers 272, it covers other
anti~tLrust issues, other protections, SO that the

v lanommunication question included 272 on that,

cane we do feel it's important that every employee
waye an overview of 272.

Mow, Lf I move into the 272 affiliate, I
1 then be given access Lo a more in-depth, detailed

tratning or sverview package. Similarly, if 1 were a

employee in the iocal company or the goc, 1
wawe anether, MOrE specific¢, defined set of training
rpat's avallable to me on the Web.

MS. WAYSDORF: Do the emplovees of the
woe, Owest Corporation, also receive this more in-depil
craining on 272 issues?

M5. SCHWARTZ: To the extent that thay

nave direct dealings with the 272 subsidiaries. 30,

far instance, in the wholesale organization, where the

ream contacts reside, they do undergo more
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specific targeted 272 training. So, Jjust to rescap, all

Owsst employees are trained on Section 272 in the
annual compliance training. Within 10 days, if they
were new hires, and depending on what their speciiic
ieb functions are, they may have more targeted 272
training.

MS. WAYSDORF: The more in-depth training
you said is available on the Web, is that voluntary?
Is that a requirement then, that if I were, for
example, 1f an employee moves into Qwest's QCC, vou
said that more in-depth training is avallable. By
avalilable, it imeans, you know, you can take advantags
of it, if you choose to, or is it a requirement whan
you are moving into that subsidiary?

MS. BRUNSTING: It is a requirsment for
rhose managers to ensure that their employeses partaxe
of that additional coverage. It's a requirement tLhat
they have that. Likewise, the annual compliance
training. That's a requirement that they are coverad
on that.

MS. WAYSDORF: Thank you.

MR. WOLTERS: Mr. Brunsting, is that dot
under laminate or on top of the laminate?

MS. BRUNSTING: It's on top, 50 you
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can fall off.

Ms. Brunsting, I guess I was surprised,

misheard you, but when ths guestion was

sort of services does Qwest Service Coarporatian

s e

provide, I thought I heard you say produst

planning and/or development sgrvice.
MS. BRUNSTI®G: Uh=hum.
MR. SKLUZAK: So, to QCC7
MS. BRUNSTING: Yes.
MR. SKLUZAK: The rsason
is, 1 guess I was under the impressisc

testimony, I talk about this, starting

QC, the BOC, was providing those sor:t

QCC.

of the new 272 affiliate, and during @

period from January through March, the

development and implementation serv

B

by QC to the BOC to the 272. After

product development services have all bean

.

<

at the service company level. There ars

managers that reside -- that solely wo




Docket No TCOI-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-26

April 27,2002

4 service, for instance. They're in DC, ¢

e

25 product development functions and p:
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1 the services company.

£

MR. SKLUZAK: QSC.

3 MS. SCHWARTZ: If I could just add,
4 Mr. Skluzak, that list of services was attached in my
5 supplemental affidavic, filed on June 4, to -- there's

6 an exhaustive list of those services.
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L MR. BELLINGER: Okay. An
2 further guestions then?

3 MR. MUNMN: Hagood, I think Ms, Schwartz

o

would like to respond to some of the allegations made

5 by -- Mr. Skluzak just made now on the record.

5 MR. BELLINGER: Okay. Mana.

7 M5. JENNINGS-FADER: I am sorry.

g Mr. Skluzak, then also Qwest, I am not asking this just
S of one person. Is there anyone at AT&T who -- or any
i0 other CLEC who would like to address -- has any

11 thoughts about the loaned employee policy, the
p limitation of the policy to four months loan from one

13 company to another. Whether --

14 MR. SKLUZAK: Rick may want to chime in
15 here, but I will just give you my thoughts on thar. We
18 think it's a step in the right direction. I pointed

L7 this out in my direct testimony, that it's a free flow
18 of employees, first of all, moving back and forth,

13

which actually is a separate but tangsnt

oo

al issue, but

20 also this policy of loaning emplovees tha

t are 140
21 percent dedicated for big amounts of time gges against
22 the spirit of Section 272(D) as to separation of

how can you have an employee that's

s 100 percent dedicated that originated

(1)

r

o]

m QC going to
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QCC. This was brought up in Jorsg af detsil ip rx

multi-state, and I believe sither pe

.

Brunsting, I can't remember which, brog

formal policy subsequent to that disaous

753
i
bt
[,
o3

think it's a Step in the right direction.

does not excuse the fast behaviaor and

You will still peed to take that inte
MS. JENNINGS-FADER: And then T weauls
like to add -~ T meant to ask this earlier gpd

5
> &

apologize for not doing so. Could you == acould o

ek ke

explain the derivation of what used to be «-

the policy, if any, with respect tg the

employees for 100 bercent dedication as among

between the affiliates. Why Qwest want &

and then if Qwest has any plans to radyes

four-month period even further, or is

A

with the former time period? So I would bikae

little discussion on that .
MS. BRUNSTING: Ckay.

affiliate, Qwest Long Distance, over

Years in existence, I don't know of any

100 percent of an employee's time was

or that employee was then loaned to

If they provided services to the BOZ, and
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was placed out on the Internet,

100 percent of their time. Their time wasg

accordingly, et cetera.
During the tran

July 2000 through March, when

affiliate, in order to correct

the costs,

that would indicate we had emplc

entities, that, therefore, 100

was being employed or dedicated
It is our intention, at the

policy in place, that would

so that in future transition
however, that we continue o ot

of employees or the sharimg of

would minimize that to a particular

of a certain activity that an

baecause it does, over time AppEar

MS. JENWHNINGS-FADER:

first of all, I understand you walked

gxcuse me,

about from

service Irom particular --
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by the FCC. So we felt that we had

there. And it's my understanding that the

processes have been kind of give and take,

something that we came to the table Wil to

loaned employee duration times to four monbha, S LY
was a give on our part.
MS. JENNINGS-FADER: Now, with

the four months, is that, as I hawve urnderstood

far to say, that the prior practice was n

percent of an employee's time, but rathey
employees' time in some way, as a past wract ioe,
correct?

MS. BRUNSTIMG: That was the gen

4

val

£33

[§
£

understanding, yes.

MS, JENNINGS-FADER: 1Is that the ﬁmﬂﬁ@ﬁE
practice? That these loans are not 100 persent sf an
employee's time?

MS. BRUNSTING: The current is, yas. Mo

100 percent of an employees' time for more than

months at any 12-month period.

MS. JENNINGS-FADER: There's been a
change from the past practice?

MS. BRUNSTING: It's an actual poliey

now.
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MS. JENNINGS-FACER: That's noh =¥
question. There's been a change from the past

practice? In the past, the policy was not to loan L@

percent of the time. The current practice ig that,

one, it is possible to loan an employee up to four
menths for 100 percent of that employee's time?

MS. BRUNSTING: It was always possible &

£3

P

P
g

loan —-- to utilize an employee for, let's say, up Lo
months in any -- as long as you had it reduced to
writing and posted on the Internet. We didn't have a
policy that foreclosed that.

MS. JENNINGS-FADER: To do 100 percent of
an employee's time up to a year?

MS. BRUNSTING: I do not know of any
instance where 100 percent of an employes's tilme was
used.

MR. MUNN: That was her discussion, Ly
that it doesn't occur, the 100 éercent of the time.

MS. JENNINGS—-FADER: Mr. Munn.

MR. MUNN: Didn't occur.

MS. JENNINGS-FADER: I appreciate thal,
the fact that you are attempting to help me Lo
understand the witness's testimony. But I would Lik
to talk to the witness about this, because 1 want 2o

understand what the past policy was and whether the
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24 current practice and policy is changed from the past

23 policy. So, let's talk about the past policy.
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H MS. BRUNSTING: There was not a formal

oz

policy.
3 M5. JENNINGS-FADER: 3o, one could have

4 nad an employee -- this is what I am trying to

kALl

inderstand,

B MS. BRUMNSTING: Yes.

g

MS. JENMNINGS-FADER: One could have had

i34 an employee who was, quote, loaned, unquote, to a
% separate affiliated corporation, the 272 affiliates to
LAY

14 tha BOC, for 100 percent of that employee's time, up to

i 12 months. That was the prior policy. Bm I correct?
17 MS. BRUNSTING: That situation could

13 oecur, yes.

14 MS, JENNINGS-FADER: Whether it did, in
15 fact, occur is a different question, but the policy was.

i85 et

17 M5. BRUNSTING: Yes.,.

g ME. JENNINGS-FADER: The current policy,
15 whather or not it occurs, is --

24 MS. BRUNSTING: 1Is that the time period
71 i85 restricted.

& MS. JENNIWNGS-FADER: To four months.

23 M3, BRUNSTING: To four months. I

24 aannet, 100 percent of the time, utilize an employee
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four months out of any

113

a a ragductien.

Okay. UMow I am

wnow, given the 1ist of services per formed

owast Services Corporation, shown on Exhibit

why is it necessary to

v what efficlencies are gained from the lecan of

petween the BOC and the 272 affiliate,

given the nature of what I think is happening at the

dor Lavel.
MS.
1%, Brunsting has

o et o B A
R

g,

Y URCOmMmen.

rhere hasn't been

praciioas,

smoerns, that
vransactions chat

p&ximd,

war months.

rvansaction would be posted on

Long,

wWar

we basically voluntsered to limit our policy

2ur,

ilable to third parties at the same rate,

just mentioned; that a lot ©

SCHWARTZ:

Exactly. I think what

alluded to 1s that this practice 1is

Doesn't happen very often. And, SO,

-~ rhere hasn't been an, i guess, &

of emphasis or question or concern around past

and to the extent that ATET mentioned some

@ primarily ocut of those one-time

took place during the transition

Lo
again, in either case, the
the Internet and made
rarms and

puf it's prefty uncommoen and for the

h
or
il
{7

the services
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actually being provided out of the gervices company-.

MS., JENNINGS-FADER: Right. So, now oY

gquestion is, why 1is there a policy that allows lcan of

side. What is Qwest's reason for wanting to have the
ability to do this loaning?

MS. BRUNSTING: It is a position, on VI
part, to best and most extensively have the opportunity
ro utilize our employees in other areas. And also,
under certain circumstances, to make that publicly
available, but to manage our business.

MS. JENNINGS-FADER: Thanks.

MR. SKLUZAK: Can I make a comment, just
a follow-up on this line of guestioning?

MR. BELLINGER: Sure.

MR. SKLUZAK: As regarding this
amployee-sharinq policy, there's iots of mention of
posting, making publicly available. That implicates
section 272(B){5), which encompasses the posting and
also Section 272(C), which is the nondiscriminatien
safeguards. But the scope of what I was talking about,
this employee lending, is 772(B)(3), which is the
independence of employees, and as you probably noted in

my testimony, I stated that it went against the spirit,
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% sgainst the substance of this independence that 1s

pegquired by the FCC as far as employees petween QCC and
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., &g, I don't want a red herring to be introducad,

we publicly posted, therefore, it's okay, still

che 272(B) (3) aspect.

M5, JENNINGS-FADER: Then, i1f that's

why, in your opinion, hasn't the FCC prohibited

melicy in lts entirety?

MR. SKLUZAK: They may indeed, when Qwest

sneir application to them.
MS. JEMNINGS-FADER: Let's talk about

catlions that have been granted.

MR, SKLUZAK: Okay.
MS. JENNINGS-FADER: I believe Qwest is
when it says there's no FCC rule or other

t that bans the practices entirely. Why, in

apinion, 1ls that true?

MR, SKLUZAK: Perhaps this has never been

pefere the FCC.  Perhaps there wasn't this

of 100 percent employee-sharing between two

MK, WOLTEES: And perhaps no company has

done as eutensive an analysis as we have.

M3, JEMNINGS-FADER: I am sorry. I

the first part of your answer.

MR, WOLTERS: Maybe nobody has gone in
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pyue M, Bkluzak, to look at, on a

1186

and found this

Qkay. Thanks.

Let me say, by Mr. Wolters

a fipancial audit. I did

pot 4 true accounting audit.

s FADER:  Okay. Thank you.

1 would just like to add

Loansd employee policy, just
PAGY P Yo 1

witee all olear and of the

sutont that we do have

was Limited to the duration of

eurpent policy. It would be

raves, terms and

to any other third party

net just posted on the

avallable under 271(C) to

of this room who wants

Whan you say that each

8¢, Joe somebody

just making
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wis Laan would be posted, but something

s, S0, assuming there were 100

117

wonld be a 100 such postings,

fr would be limited to the

en we wouldn't be posting people's

they wars peyforming.

on an individual employee

pname, bubt Lo answer my other

i 00 such loans, there would be a

s, BOHWARTZ: If there were 100. I

a5 really never come up. But, the

1v iwm, Lf Judy needed three

ke same sxperthise level, I would

sinmally be that three

whe apre acoountants and are

fap this duration of time.

That's right. And it

it was a particular project

ser, that woulel have a price with it, or

Wouldn't be stated or

UnNSTING:  Would be, It would be
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frtg in conjunction with the service that this employee

function.

MS. WAYSDORF: Okay. Then how would a

or a third party -- & third party would not be

5 use one of those accountants, would he?
MS, SCHWARTZ: Well --

MS. BRUNSTING: My understanding.
MS. SCHWARTZ: Sure he would.

MS. WAYSDORF: My understanding, if he is

three months.
M5. SCHWARTZ: Yes, he would. That's

sumactly the polnt.

Mé. SUMPTER: Without the name?

MS., BRUNSTING: It's a service.

MS. WAYSDORF: You would loan PacWest,
for example, an accountant for three months to perform;
1 den't know, cost allocation or something.

MS, BRUNSTING: Certain services, certain

¢he BOC understands and has gone through & process that
would say they understand they have to provide that &

srher carrier that requests it.

-
£
S

o

MR. SUMPTER: I have a follow-up
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certain individuals

119

will have a certain degree of supertise or

that makes them unusually valuable. BAnd

that, in these limited cases, or at

have described as limited cases, of

amployees back and forth for a short pericd

just assumed that you were loaning a

smployes because of the skills of that

ot fust a vague general service. So without

the employee, how would a CLEC know that

M5, SCHWARTZ: Right. I think it would

o which employee that we're talking about, and

lewel of eupertise, because I think we're talking

great deal, today, in hypotheticals. This

't agour very often. We haven't received one

zall from one single CLEC or any cther

]
jit)
I
A
s
®
5
o)
o
[
jos)
ft]
th

or any of these services.

3o, what we're trying to do is,

-

I feel a little uncomfortable that

lot in hypotheticals about a practice

aot very commonplace.  But to the extent that if

nt -~ ler me just add, to the extent that

LT
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vrant and relevant to the decision-marer, who

potentially interested in buying the service,

{r ievel of sxpertise such that 1t was s3

.

i
i
{1
e
-y
foa
0

"1 that you would have to put the individual’

i

I suspect that we would do that. It's Jjust never

w

svisioned, 1 don't think, up until this point.

MS. BEWICK: I suspect one © the reasons

Fh

. haven't had requests, I don't know about anyons one

¢#his room, this 1is news to me. I+'s not News

there's the loaning back and forth, but it's

~~ I guess I never thought about it, that

same ability was open to a CLEC. &nd scmehow I am

mewhat suspicious that if, in fact, I would just
smipk that leaning between the two companies, based on

4 rusiness decision that was mentioned earlier, and

the best use of that employee body is part of

pusiness analysis that's used to determine if that

is going to be granted, somehow I have the feeling

rhat same CLEC wouldn't vind of place in the same

parameters as to whether or not that made sense.

&Rl |

new Rdge zalled and said I looked at your services

aret we would like to take advantage of borrowing
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a4 andd sverything else, that would stun me if that was

granted.
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WARTZ:  But let me just add this

~w that iz the rule, but the

P8 when wo nake a decision about a

going Lo provide for another 272, we

yeap in mind the likelinhood that

pe interested in the service.

ehar we whink it's high, and to the

rnink we don't have the bandwidth to

wip miy make a decision not to provide that

penauss it would put us in a position to

ir to others, which we're not willing to

MR, SUMPTER: Based on your experience,

amars that Lhe likelihcod of somebody taking

that opportunity is almost zero.

e, GCHWARTZ: To date, that's correct.
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T just want to respond to

nat Mr., Skluzak made in nhis

nle of references Lo, for
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6

fay
DI

vrar we have strengthened

know, I think that's a great

swsrybody in this room would be

nrinning to look at the internal

¢ Section 272. And to

processes need to be

wa Ao that. For instance, when we
sur new 272, one of the new processes

lace wag Lo monitor the network asset

vy, the old 272, didn'’t have any
roeded & new process at Qwest to

of 272 to not have those network

rhat’s one thing that we did.

mat's impertant Lo understand. I

I am getting hungry, SO I am kind

rhis,

e other item that I wanted to mention,

prought up, was his reference to

and thar, in the piannual audit, the

engagement, and there,

asuditors are specifically directed to

vy when reporting discrepancies.

no problem with that. And that's

tgday in our controls when we
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cepnrtaed every single

127

% be used when
E those
% n BellSouth

a4t their Wep discrepancles,

waw York. ALl Web

but materiality was used

some ootes about the loaned

ink we hashed through that in

T would just like to wrap-ub

o understand that we went

paricd., We named the 272 in

ren months to make it compliant.

day that we named

Lnd we had some

and we made some

rave corrected

.ancies andg issues in the
voom, 1 think,

ol

two huge

ings don't always go

int

nte policies and

ipn, bub we have moved

any of the srrors that
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digruptions in our processes. Anything else?

MR, MUNN: No. I think that's it for Ms

Vi3
k;
e
pec
8]

TEER AR

ot

MR. BELLINGER: Let me ask a guestiah

MR, MUNN: We do have, Mana,

print, easier-to-read copy of 7-Qwest-§.

MS. JENNIMNGS-FADER: Thank you.
Ms. Schwartz, I have a question or a reguest. Tould
you explain to the commission the nine-month duration

of the one-time disruption of the posting of the

LB

accounting transactions? What, first of ail, was

nine months in duration and secondly, could you &

T

why there was that nine-month interruption?

MS. SCHWARTZ: I would actually b

nine months down into two periods, the six moenti

the merger to the end of the year, which we cal

merger transition earlier today, and the 272

S S e

transition, because I think there are baslically

different things going on there which helg

and understand what some of the issues wara

We did identify transactiocns

the new affiliate, after the merger, in

transition period, but, to be honest, we didn'fg

identify all of them, and we were fearful st
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quite that way. I would

differently, I pelieve, and I

admitted that we didn't catch

a mistake.

have captured them all in that six-month
transition period?
MS. SCHWARTZ:

all affiliate transactions?

we should have. And when, at

know, one would argue whether aor aol

compliance would be based on sore Le

Owest affiliates, which is how that's

historically, it was immat riak.

or we identified some, but we didn’z

that's correct.

MS. JENNINGS-FAL

three-month period, January,

admitredly my expression Ki

position that those three months

be included in the commission’'s



24 affiliates had been identified and in Uwas

T
[5x)

expression, turned up before the znd
P
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M5 . SCHWARTZ: 1 think

make that 271 compliance.
ape year to make, you know, when 272
and companies were naming their 272 a

rhe LD days, companies had a whole ye

oy

ffiliates compliant. This is kind o
don't think any other RBOC has been t
we made our 272 atfiliate compliant
S50 I guess we would ask that you give
the need for a transition period, whi

chree months.
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instance, and that later Lh& sanm

rypewritten form under our dirsct

control; we further certify that

true and complete transcription of our

notes then and there taken.

Dated

KRISTY TURNER

(303) 894-2825
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IN THE MATTER OF THE INVESTIGATION OF

COMMUNICATIONS, INC.'S COMPLIANCE WIT

iE
&%

OF THE TELECOMMUNICATIONS ACT OF 198f

&

CONFIDENTIAL PROCEEDINGS

Pursuant to notice to all

the Technical Workshop was held at

2001, at 3898 Wadsworth Bouleavard, L&s

pefore Facilitators Hagood Balling

(As noted in the transorip

.
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5 CONFIDENTIAL PROCEEDINGE
4 MR. TEITZEL: We're on
3 porticn of the record.
4 AT&T's response o (Qwest's
5 request —-— once again, Confidential

& was discovery reqguest 12-3, stated thau

12/31/2000, they were serving 81,947

I

lines over facilities owned by AT

9 So that is a guantity

10 provider in Colorado that would have

il exceeded the very conservative

12 used in the other states.

13 MR. BELLINMGER: Is that
14 confidential?

15 MR. TEITZEL: Yes, it i3.

L6 MS. JENNINGS-FADER: I1'm s
17 do this, I would appreciate it Lf ARTE&T
18 say with respect to this rasponse, i

now while we're still in

to go £lipping back and

i1 confidential.
22 MR. WITT: At this pointh we

ro stay about this. We certainly
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As I mentioned earlier on, we should Havs

asked for a higher level of confidentiality with
respect to this information. Obviously that train has .
1eft the station at this point.

So we would ask for some higher lewvel

nfidentiality when AT&T releases its pusiness data
fomr the same.

MS. JENNINGS-FADER: Okay. But no
semment with respect to this particular number of
residential access lines?

MR. WITT: None.
MS. JENNINGS—-FADER: Okay, thank you.
MR. BELLINGER: Okay, off confidentis

{END OF CONFIDENTIAL PROCEEDINGS.
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BEFORE THE IDAHC PUBLIC UTILITIES COMMIES!

Case No. USW-T-00-3

In the Matter of US WEST Communications, Ing.'s

for an Alternative Procedure to Manags the Sacta
Process.

STATE OF IOWA
DEPARTMENT CF COMMERCE
UTILITIES BOARD

Docket No. INU-00-2

IN RE: US WEST COMMUNICATIONS, INC.

Docket No. DIOEGU.5.70

IN THE MATTER OF the Investigation
Communications, Inc.'s, Complianse
of the Telecommunications Act of

STATE OF NORTH

Case No. PU-2
US West Communicaticons, In«.,
Investigation.

In the Matter of the Applirsatles

Communications, Inc., £or Apprownl
47 U.S.C. ss 271{d} (2} (B}.
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Docket No. 70000-TH-0G~

Tn the Matter of the Application af Us W
Regarding 271 of the Federal Telecommur
1996, Wyoming's Participation in & Maly
571 Process, and Approval of Its Statsmsnt of
Available.

____________________________ [ I il

BEFORE THE NEW MEXICO REGULATION COMMIS

Utility Case No. 3269

IN THE MATTER OF Qwest Corporation’s Sa
Application and Motion for alferpmative
Manage the Section 271 Process

seven-State Collaborative Proowss.
Conditions, Forecasting and the BFE 3
at 8:35 a.m,, June 7, 2001, al TR G
Englewood, Colorado, pefore Faciiibaior
LPPEARNKNGES

{As noted in the @
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MS. SCHWARTZ: Good afterncean.

is Maria Schwartz. I am a dirsctor amsd 5O

counsel in Qwest Corporation, o the 8OO

ay v Farsha

charge of our Section 272 compliance. Angd what

1ike to do this afternoon is provide an oV

the act.

presentation material that was handed out

That is MES-5? Six. QOkay.

on the second pags of the §

1ist of our affiliate definitions. And he
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into the actual Section 272

to walk-through our affiliate

can be somewhat confusing.

the same.

Okay.

it in the poster board that

And it's also bsen handsed sut

fisl

believe is MES-12.

affiliates. Okay.

company that I work

Communications, Inc.

here we see Quest Corporabion.

33

that bottom middle box on Lt

QCC, or Swest Ootwssung

was the long distance arm of

that's the new Sectissn 272 affiiis

providing long distancs

finally, Qwest Service

parent of both (QC, the BOC,

Qwest Services Corporation

that reports up into GLII, o%

International. Thank you
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organization structure as was shown in your dizseu
testimony?

MS. SCHWARTZ: That's correst,
Mr. Antonuk.

MR. ANTONUX: There's no changs of

Exhibit 12 from what was contained in wour grell
testimony.

MS. SCHWARTZ: Correct. That's

We just included it for illustrative purposes hsre

afternoon. Okay. So, let's talk about the viEie

Section 272 requirements, and echat starks on 5Lids X
Qwest Cowmunications treernat tonal has
created a separate affiliate and has proposed £

. Gr M 1ok

properly operate that affiliace in order o be

&

permicted to offer in-region Laterd

Section 272 reguirements are asg follows:

272 (a) is the separate affiliane reguirsment

means that we, the BOC, had bto oreate & SepErRts

Section 272 company to ofifer Lofy digbands
have. Section 272(B} are the structural and

transactional requirements. And that maansg

BOC must operate -- the BQOC and the 2TE

oo & ol

separately. 272(C) includes the

safeguards. That means that we,

the 272 like any other interexchangs
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years. That will begin one y2ar afitey

k4

distance service. 272{F) includes the
which address when 272 expires.
272 (G) the joint marketing provis:

we can market local and long

once we have 271 authority.

MR. STEESE: Ma., Sohwastzn.

over subsection E. Can you discuss that

MS. SCHWARTE: ¥as, R

et

Mr. Steese. 272{E}, known as

13 denk

requests, contains special sk

we are prepared to follow.

§o, in recapph

relationship that QC, the BOU,

affiliate, oxr long diztancd

within.

significant events o i e

g

history, and is probably one

My. Steese is holding up &

first item in ocur milss
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Long Distance, 2r what used
Distance, has had processes
compliant since the relsage

those processes in plausg

&

gwest CC commencsd and ws ed

e}

experience

move into two signifi

new Section
through our
change from
subsidiary.

today, whers we Kiw

ks

would like for vou

*

line, as we walk

we talk in

that Quest

Communicatiens,

ped

Sactior

e
& 7
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u

multi-national companies. One was a local gayvise

provider, the other a long distance prowvid

&

¥.

required the integration of a nonragulated

culture with a regulated corporate culturs. Thaw

the merger transition, it triggered a de

in the third gquarter of last vyeay, t&

designated 272 affiliate. The (Qwest merge:

strategic changes, employee realignment. aud

operational changes that had to b ssaguted b

compliance with all relevant state arh Ea

regulations. And finally, the last alguifi

milestone were the impacts of the

transition, something we just moved out of

In the Qwest/U § Wegt mrged

again,

affiliate.

January of 2001,

facilities-based providar versug &

¥ A

Long Distance. We had to avar LAy oy

controls that we had in place for Qwe

54 HE

onto QCC, the new Section P

strengthened the 272 controls that

and then we have turned thab ovey
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Website,

and, as

realized that a merger of tiu

some hiccups and issues in

And AT&T talked extensively ab

discrepancies that took plase 4
[

cransition and durimg the s

they gave no recognition inn cheir te

that these weras Basically one-Uimé inpag

have successfully, through ot

those hiccups, if wou will,

corrections to oparate on 4

with Section 27Z.

vear to comply Wit

affiliate in only thiyes

transition and Section 4%

impacts to our controls and

let's talk about the o

#

And this is on Slide

commant on Quest Uorps
concerning our abili

their primary

areas common to 2V2IAT, the

requirement,
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10

11

25

provision, 272(C). the nondisoyimis

and 272(G), the joint marketing

prepared to offer evidence in t

the existence of processes and controls

compliance in each of these aressg.
Moving to Siide 3, ITIIAL.

affiliate requirement. QU, OF rhe BOC

Ve g

QCC are separate affiliates of Q50, gy Qwad

Corporation. QC, the BOC, does nobt own any

occ. The 272 affiliate does, QOC, own stodk

BOC. Owest satisfies the FCU's prima facis

preapproval order for establishing a

parALe

affiliate, and AT&T concurred with the stase

their direct testimony.

272(B), the structural and

reguirements. This section oraates st rustural
separation between the 50C and the Section I71
affiliate. It assures that these LW companien g

operating independently; rhat 0QCO, the 273

receiving preferential treatment rhat would give

unfair advantage in the market.



Exchiihd

1 We can demonstrate compliance readine
2 in these five key provisions designsd to sngute

3 separateness. We can show we gperate

4 that we have separate books, records and

5 we have separate officers, dirsectors and smployess:
6 that creditors of our 272 have no recourss Lo the

7 assets of QC or the BOC; and that all of our

8 transactions are at arm's length, redused tg weitiag
9 and posted on the Internet.

10 B(1), operates independently. QU, the

11 BOC and QCC, the 272 do not jointly own netwok

12 facilities or the land or buildings where thogs

13 facilities are placed. There can be no transfer of any
14 network facilities from QC to QCC, and thers have #ob

15 been any such transfers. There can be no operation

16 installation or maintenance, commonly referred o ag

17 OI&M, of QC or the BOC facilities by QCC, the 272.

18 can OI&M on QCC facilities BOC be parformed by the BOOC
19 or any of the other Qwest affiliates, for vhar matbeds,
20 QCC cannot provide discriminatory access o natwork

21 service. We have satisfied the to cperats
22 independently requirement, because we MOBLLOY agsel
23 transfers on a quarterly basis to ensure that we have
24 transferred no network assets between the two

25 companies, and through the extensive traintng Shabt wea
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1 have conducted with our network leaders and also our
b natwork technicians. QC did not perform any OL&M for
3 QCC or vice versa.
4 B(2), the separate books and records and
% accounts requirements. QCC, the 272, must maintain
i1 hooks and records and accounts separate from the books

7 and records and accounts of QC, the BOC. The BOC uses
& separate financial system controls and edits. We have
9 geparate general ledger software that's also maintained

18 at a separate location. We have a separate chart of

-3
Bk

accounts from the 271. As most of you know, or some of

it

@ you may know, the BoC follows USOA, O the Uniform

e

gystem of Accounts while the 272 follows GAAP. QC has
14 sufficient processes in place to maintain separate

18 nooks, records and accounts, and we satisfy the FCC

16 vesr from previous approval orders.

17 B(3)}, separate officers, directors and
PR employees. QC and QCC must have separate officers and
19 divectors and employees, and we do. QC, or the BOC

an employess who perform functions supporting the 272 are
21 raquired to report their time so that QCC can pe billed
22 appropriately under FCC affiliate pricing rules.

23 cenversely, if QCC performs work for QC, they must

T4 report thelr time and we must bill accordingly. We

el nave sacisfied the FCC's test for compliance with
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directors and employees by making

# 1ist public in the testimony that I filed
% the testimony filed by Ms. Brunsting by the fact
% we have compared payroll registers to ensure that

s lyees appear on both payrolls at the same cime,

having strict employee transfer and hiring

which 1 will just touch on briefly.
g sraditors of QCC may not have resource to QC assets.

5 we have gpatisfied the no-recourse requirement of

272 by reviewing all debt agreements and

[y hrough axtensive training efforts, and AT&T did not
- s pur claims of compliance with 272 before.

Lk 292 (B) {5). 272(B)(5) on the glide

1% appenrys to be the most critical area of 272 compliance.
5% And, again, that reguires that transactions be at arm's
LA -1y, reduced to writing and posted on the Internet,

am} chay were. All transactions between QC and QCC

e reduced to writing. Our transactions are

F, by standalone agreement, oOr

sgywice agreements, and we'll talk more about that as

2% we ge through our igsues list. All transactions

a¢ and QCC must be posted on the Internet

-min 10 days. And they were. and we'll talk more

2 some performance data to prove that as we go

n omr issues list. Rates, terms and conditions
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must be publicly available to

sunting safeguards are maintained, and

Al: zransactions are reviewaed by a Section

s apee oversight team, of which I am a member .

i
Sk
5

spevion 272 (B) (5) by documenting all

sw, by conducting them subject to the Part

a¥¢iliate pricing rules, and posting them to the

within 10 days, We reconcile all transactions

sy Dost Allogation Manual, to the CAM audit

s and to the ARMIS reports, which are all

1 BOC on an annual pasis, consistent with the

ant for 272{B) (5) compliance.

tat'g talk about our performance in

23 (B (5), and in teyms of our transactions tor

1% was look at the spreadsheet or chart, there

vhe January/February first quarter time frame of

was our 272 transition period. So the first

spuniny that we had, after we identified all of our

k- actions, to analyze and impose some controls
¥ ¥ soceounts data was in the March time frame. 8o,

we went through and we matched our -- the price that we

the Web witb the prices that we billed our

and found that we had a 12 percent

anoy rage in terms of our total 272 affiliate

tn the sacond month, in April, we had zero
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¢ performance in this area; that we have the
abiiiny to keep our discrepancies to a minimum.

MR. ANTONUK: Can you stop for just a

artd tell me, generally, how you define what you

g “digcrepancy?"

MS. SCHWARTZ: Discrepancy, Mr. Antonuk,

wiild e a difference between the price that we have

g A

pogped on the Web and the price that was used in the
gorual detail or invoice used to generate the bhill.
MR. ANTCNUK: 8o, it's just a difference

in the price, It's not a difference in -- it wouldn't

pf Lo

-+ differences in other terms and conditions that
ave posted, like due date for payments, application
Tave charges.

MS. SCHWARTZ: Not in this case, that's

eayEreat .

CATAENG

MR, ANTONUK: Okay. Thanks.

M&, SCHWARTZ: Okay. So, once again, we

¢%m all of our transactioms monthly. That

transactions that we bill and also the

wsactions ghat we accrue. And any differences that

@i find are adjusted in the month following discovery.

sgain, we expect some issues in the first month of
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v gipruslly, all of our discrepancies

wely and the amounts billed were eliminated

% ATET mentions these discrepancies

shmir testimony. Our coantrols found

& 4 hawever. What appears in their testimony
and spreadsheets and reports that we

& of our control process and provided to

e FOC gtated over and over, in approval

4 ecorrect noncompliance with Section 272. and

i . that's very important to remember.
L4 MR. ANTONUK: That -- and, again, sorry
ey yupt -- that 12 percent discrepancy rate, is

4

rar the first quarter of 2001 or is that the March

raLe?

MS. SCHWARTZ: That was accounting data

was processed o the March time frame. 272(C) the

imination safeguards. QC, orx the BOC, must and

available goods, services and facilities and

pion it provides to the 272 to other long

= garriers at the same rates, terms and

How do we demonstrate compliance with

QCC must obtain information and
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sl Blie same BOC processes as other

earvisrs. QCC must obtain any other

o

W 4 O or BOC sales executive team in

i

We

A1l new agreements with the 272 are

By phe compliance oversight team. QC

wavss muet nreat QCC or the 272 like any other long

wewy carrisys,. We have demonstrated that we have

pontrols and processés in place to satisfy

272 (D}, the biannual audit. Again, a

aytant control in the 272 process. We will

, & ppecial audit of Section 272 compliance to

aue yeay after we start offering long distance

and that will take place every two years

Tha FOC has continued to place reliance on

hE

snee of an audit in all of their approval

Zoy, it's very important to understand that

4 met the only place that Section 272 compliance

and demonstrated,

272(m), fulfillment of certain

mrs.  The BOC is prohibited from providing any

services or informaticn concerning the
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4 vy o0 and unless those same items
i - re oEher interLATA -- other

sEoArR mepyvige under the same terms and

ared o pbtain the biannual

wireaments of Section 272(E).

T

g 1 doss 4ll of this mean? We have
& st avidence on the record to prove

nesy, We have had a compliance

{iary since the release of the

i RSt in 1996, Qwest Long Distance.

v bpansditioned to a new Section 272

ymay, QUC. We have continued to

that we have sufficient controls in place

1 Beetion 272, We'll continue to

£

rwe pecord in thig proceeding regarding our

szt ioms to prove our controls continue

v Waeb discrepancies to a minimum. And

rention 272 compliance through the

and thereafter as long as Section

dsmonstrated, once we have

ny, wa will carry it out in

ciom 272, and thus we have satisfied

we agk that you find us in
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with Seetion 272, Thank you.

M, BRUNSTING: My name is Judith L.

1 am smployed by Qwest Communications

s Benior Dilrector, 272 Business

eamprst . © vepresent the 272 affiliate.

I held the position of Director of

ey et Network for Qwest Long Distance, the
2w affiliate. From the creation of Qwest
carese, premerger U S West Long Distance, we

sl nhe company as a separate entity oreated to

intarLATA long distance service upon the BOC

of Section 271. The company had experience in

rateness requirements of company books,

s, and transactions., We identified processes,

W
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% iionalize the business and meet

-ampnts of 271, We had the

& rhese processes prior to the
4 ¥ & pary of all of these activities for

- jearnings. 272 needs controls and

wepange, ss the market changes, and new

& see intyodused, it will impact the processes
E ¥ pl;’u‘:fz‘ In the summer of 2000 months,

st ion of the merger between U S West and

previous 272 affiliate, U S West Long

s mame changed to Qwest Long Distance. In the

cweesy revigited businessg plans initiating

wasions as to which legal entity would

Poie

AR serviges in-region. In

OUL or Quest communications Corporation

Plans were

pequirements. Employees were aligned in

Owest entity, documentation of all

parwesn the 272 affiliate and the BOC were

rransagtions were posted., Employees were

The 272 affiliate is an organization of
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approximately 2000 employees. Employees are located

predominantly in Ohio, virginia, Colorado and

sinnmeota; however, there are numerous other locations

R
T
&
&%

xide of the 14 states where QCC employees reside.
The organization has divisions responsible for network,
eperations, including provisioning, engineering, sales,
gustomer service and marketing. The 272 affiliate
suryently has operating authority to conduct business
in all 50 states, and it also provides interLATA
arigination in 36 states outside the l4-state region.

Ms. Schwartz has reviewed all of the
requirements of Section 272. I would like to focus on
three areas where additional efforts have occurred and
bhesn put in place by the 272 affiliate. Section
272 (B) (2) reguires the 272 affiliate to have separate
books, records and accounts. The 272 affiliate
eatablished and maintains a separate chart of accounts
and follows GAAP. We maintain, separate from the BOC,
hooks, records and accounts. We have separate internal
financial controls and separate assets documented and
rracked in our records.

Section 272(B) (3). The 272 affiliate has
no officers, directors or employees that are also

officers, directors and/or employees of the BOC. The

572 affiliate employees report to division leaders,
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b report to the officer team of the 272 affiliate.

Z Purthar example of how the 272 is separate from the BOC
% ars, the 272 affiliate pays applicable taxes and fees

4 from the BOC. The 271 complies with state and
% O yeporting requirements separately from the BOC.

& fmd vk 372 hasg its own separate payroll.
¥ Following the announcement of the 272

& 3

Filiavs, Qwest implemented a program whereby
] pmployees of the 272 affiliate, the BOC and the
BB survioes company would receive a clear identifier, a

3i dor, no distinguish which company they represented. It

£ woold be a visual indicator to other employees as to
1h which companies all employees represented. Employees
54 then recsived guidance on the use of information and
5 now o do business between the BOC and the 272

i6 affiliate in compliance with the rules.

5F MR. STEESE: Ms. Brunsting, really

LA guickly, the dot. How was the dot implemented? Where

does Lv go?
e M5, BRUNSTING: The dot is implemented on
3% the uppsy corner of our I.D. badge, and it is also

e on our office tags. So, I, for instance, as a

sentarive of QCC, have a red dot on my badge,

T will show you in just a minute, and also on my

zay at my office, The local company, or the BOC,




west Corporatioh
Exhibits of Marie E. Schwanz
Exhibit MES-272-27
ApﬂlZ,ZOOQ

161

P

% blue dot. The services company, or the parent

=f o and QCC, has a yellow dot. The

Hagit

.. rhis program, to raise awareness by

&

rhe leng distance market, was hugely

Much to my surprise, I am now fondly

-+ ms the “Dot Person," and continue to

#5lls from employees in other Qwest entities as

sant to know when they will receive their dots

Finally, to ensure we remain compliant

with awection 272, the 272 affiliate educates all

sypes on the requirements of Section 272 within 10

of employment. All current employees have

wived braining and complete an annual compliance

raview. Employees that have compliance issues

L2 ¥ iwe information om who they can contact to get
14 sars and report potential violations.
% rastly, 272(C), understanding the

saorimination requirements of the BOC. The 272

e

sue requests products and services through the

sales sxecutive. That sales executive, as with any

nayvier, contacts the necessary business units

sger of the BOC regulatory accounting team.

affiliate has assigned an employee responsible
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with other suppliers.

Te conclude my summary --

it

ME.

MR

HR,

BTEREE

Sefore you conclude, one

During this trdansition, from the
March tivme frame, where we have

@y the new affiliate, and our

BRUNSTING: I led the effort to

STEESE:

SKLUZAK :

¢ ared led the effort to identify those work
and vhose processes that would need to be

to being QCC into compliance.

Thank you.

My name is Corey Skluzak,

162

pviows Gwest long distance separate 272

April 2, 2002
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§ s5T's witness on Section 272 matters. I
¢ 4 diprsct or reply piece of testimony, and then
Ed ad up on that about two and a half weeks later
4 e supplemental pilece.
% ¥irst off, I would like to talk a little
8. £ abaut the importance of this particular section.
F ism 272 can act as a trip wire, if you will, to

wyyliance is properly structured and vigorously

¥low, Section 272 is important to protect

+ paying higher prices for local services because of

goreloh croas-subsidization of the 272 affiliate,

set is now QCC, formerly Qwest LD. It's also

5% pspuTLant to protect the competitive long distance

L5 tandecape once QCC gains 271 approval, so that we don't

FP
=

see havoo wrecked on the interLATA in-region long

Li distange. And failure to comply with Section 272, I

o
2

may add, constitutes an independent grounds, according

vy tha PoC, for denial of the Section 271 application.

3 Major parts of my testimony are devoted

vo my findings as a result of three separate on-site

raviows and contemporaneous testing while I was on

s pr-gite reviews at Qwest headquarters. One

savsar hers is the FCC has noted that paper promises
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sarisfy a HOC's burden of proof. In other

you have ta have more than just paper

ciows . My purpose on these on-site reviews was to

st apd OOC's sssertions, and also Qwest LD's

«f gompliance to the test, if you will. My

gy 4t AT&T on 272 matters also conducted

ing on-site reviews.

My initial on-site review was somewhere

43 55 waat of 2000, when this matter was first on the
£y T ¥pllowed up in April, after the change to
L3

L

34 me, but it was subsequently, and that was the subject
27 of wy supplemental testing. So --

38 ME. ANTONUK: That was in May?

MR. SKLUZAK: That was -- I believe it
a5 was in late April, perhaps first few days in May. I,

23 tws the dave specific in my testimony. 1T don't want

ers of these testimonies to get confused by all of

ness warious on-site reviews. Just keep in mind it

wag initial follow-up and supplemental, thus three

5 an far as wy involvement. Most -- once again,
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- of my two pieces of testimony dealt with findings
fyemm these on-site reviews.
Mg . Schwartz mentioned that perhaps one

sf ehe most important sections that is in dispute is

seion 372 (B) (2), and that also includes the

mynting treatment. It is still my conclusion that

ankd is not being followed by QCC as required by the
B, They are not accruing, based on what I locked at
feam month to meouth or from year to year. And they
ware not recording in a timely fashion. And sometimes,
in some of these examples, we're seeing lags of up to
1% months in timely recording of accounting data.

Especially egregious to QCC is on pages
12 thromgh 14 of my supplemental testimony. I
discusgsed the complete failure to book billable
sransactions between Qwest and QCC for a nine-month
payiod, beginning in July of 2000. Now Ms. Schwartz,
wath hoday and in her testimony, discussed the fact of
rransition periods. But I don't know of any FCC ruling
rhar would allow Quwest, or any BOC, a waiver from the
372 vequirements simply because they're transitioning.
aimo, under 272(B) (5), QCC --

ME. ANTONUK: Excuse me. I want to make
aure T undersgtand -- I am with you before you get too

far anesd of me. The findings you just talked about

MES-272-27
April 2, 2002
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g gorviess ware provided that were not billed
g aftar they were provided.
ME. SELUZAK: That's correct, And I
% #r weyd finally billed in March of this year.
% saiking going back to July of 2000.
MR, ANTONUK: Okay. Thanks. I

8K, SWILZAK: Also, Qwest does not

sepd amounts to the FCC ARMIS reports.

taik in the testimony of Qwest and QCC as

=

it by Arthur Andersen of ARMIS reports. I

in the FCC and looked at those ARMIS

What I found was only one entry, on the 2000

w, for Qwest for approximately 1.5 million

aold by Qwest to QCC. I saw no entries

toy services going the other way, i.e. QCC

This i on page 13 of my supplemental

272{B) {5 also deals with public

wf trangactions. As has been mentioned here

ss'a g 10-day posting reguirement to the

» purpose of this is to allow other IXE,

whogver, whe needed information to determine

¢ want to always make available or rather

pin services oy facilities. Also, this is
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va dgatarmine compliance with various

What Owest and QCC are actually

Blankat agresments to the Web,

& tagk orders and work

5 e, Schwartz or perhaps

& raak and work orders. One
* tey 0. The other is for

& Fraw OO0,  Expenses and revenues of
% post these blanket agreements, master

ve, and other names, but they do not

widual Billable transactions., For

actually sends 25 of its people over to

marketing, the actual billing takes

viming takes place, that actual
2] P

wmillable traansaction, you will never

Now, tromieally, you used to be able to,

milianl

on, once upon a time, was posted,

sag . 57, up until '99, Per data

e
P
@
Fo
e
Eed
&
b
7T
by
£

oS

sald, starting January 1lst,

the case as far as specific

Thay do not timely post work

Mones of the task and work

zinoe hasgoming a 272 affiliate, were

#nd of March 2001. My reference is
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mental testimeony. This is

that U § West and Qwest have

g i e raviews found numerous
again and again., A concrete

3 i my supplemental testimony, Item F.

i metwerk eguipment for almost nine
Erom July 2000, but the task order was
vhe wnd of Marceh 2001. This means

spibor who may have wanted to use this

1 have knowh about 1t until it was

pation of employees is another area

ismiue, May @ interject here. I am just

-

hiights. T am not geoing into my

atiorn, into joint marketing, or 272(E),

- pot mean that it's still not an issue.

o¥ smployess., Qwest strategies in this area

<« gey devote many regources to find the bare

form tese, They haven't even been

ight,, Here's some specific examples of -

ope, page 17 of my supplemental

sm B. Joseph Nacchio -- by the way, let

hews, [ am about ready to discuss some

mattars, S0, I den't know if you want to

MES-272-27
April 2, 2002
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& Wi, FPEESE: 8o as long as we understand

o shat's fine. The first issue

% I am just going to
fwanes 1 through 20 from now on. Basically,

& me a olaim that we didn't meet our separate

# smants because they didn't believe we

iy, our 272(B) obligations. and here we

o that we leave this igsue aside and move

subptantive issues. Is that acceptable,

M, SELUZAK: I would just add that you

273 (M) is more like a transitive thing.

anwa (), and by transition property, you

a9y . The converse is also true. It's

»al matter.

April 2, 2002
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18 MR. STEESE: Ricky, I just looked at

r eWlink Myr. Antonuk hits the button on --

A

C waad, 1 would like to say. when he said the

sp heve shouldn't be, are we following GAAP.

pi we Pollowing the requirements of 272(B) (2) and

iy teyms of having separate books, records and

and in terms of making sure we're posting

A%y

s o the Internet, making them available
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& ¥ gee this as not the issue to be
% - an some of rhe other issues that
% vs idenktified, and so I am wondering if we
& e Lhiy one.
& Wi, WOLTERS: 1 don't think so. I mean,

sply with GAAP or you are not. There's a

& rhat you comply with GAAP. I mean, so, I

san’'t ignore it, whether they are

with GRAP or not.

MR, ANTONUK: Yeah. I guess I am having

« Aimsgraeing with either one of you, either side

T am trying to tie it in here.

s
4

Bk M, WOLTERS: Your statement, I tend to

When you look at size, when you look at

-+ when you look at it from the

perspactive, whether this amount is

s

£ phe company as a whole may be very material

voiy ook at the LD subsidiary in isolation. But

&

igd, leok at the Section 272 affiliate, see if

iving with GAAP.

MR, ANTONUK: Yeah. And they also said

re buy inte the audit, so, by definition, they

iv takes more than something like this

.w with outside auditors, because they do go
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5

g8 Lo impose a specific requirement. My only point is,

et
o

Ampt think this opinion tells you a lot about -- I

Aspt phink this is giving me a lot of evidence on

e e

% whsthay or not 272 is being met or not. And I also

% st €

phink that a general conclusion about compliance

& wirl GAADP or noncompliance with GAARP is going to help
i me addvess 272 either. I think what's going to help me
% iysus it is, what are you doing specifically with

3 reapest to the transactions that are covered by 272.

L4 smd, you know, obviously you need to be following GAAP
13 iy that context. But that's not really where it's at

13 seys . Where it's at here is, are the transactions
53 meing postad timely? Are they being posted accurately?
¥ & A

Aye they giving CLECs what they need to know, the

guestions ) ike that.
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Bk

27 MR. ANTONUK: Okay. So we're actually on

e acceounting software,

#E. WOLTERS: Right.

ME, ANTONUK: I stopped listening after
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% iought we were on the one we were talking
i@ T am with you now.
i We . BRONSTING: I will just finish this
4 general ledger is maintained on the
That is the classic Qwest
% s+ fs, 18 maintained on the people Soft Profit

whish iz the classic U 8 West general ledger

s wed swrver for this operating system. and the

maintained on hardware at the Zuni facility

i Tmmvar .,  Although separate software and

lacations are shown here, they are not a

sf the detailed QCC separate books, records

SOITMTIE .

ME. STEESE: And I thought that we might

wp move past this issue, Rick, and we can get

£l

v of aceounts.

MR, SRLUZAK: Regarding -- SO who is

1y doing the payroll for FCC and QC? I mean,

astuslly taking in all of that data? Cutting the

in administering the payroll? And the

am ssking, I don't see it in this reference to

mony, but somewhere in my testimony I talk

MES-272-27
April 2, 2002
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1 looked at task orders, I looked at

yo vhe parent is doing the payroll and

¥ soeation is doing the payroll. And then
& is dging financial stuff for Qwest. It's
% siveylar tasking going on. SO, perhaps
& & up that confusion.

SOHWARTZ: The payroll functions are

at Suest Corporation, the BOC. And that

s ddentified on the Internet and available

rexchange carriers. The BOC provides

ess for the Qwest family of companies and

MR, SKLUZAK: So, services corporation is

ng payroll services?

e SOHWARTZ: Not at this time; that's

MR, SKLUZAK: Were they once, because

worar testimony that's definitely stated.

- staved.

MS . BCHWARTZ: I don't recall that in my

should be an exhibit of all of these

sarvice gompany is providing to the

i, SKLUZAK: Okay.

Mg . SCHWARTZ: So that can be verified.
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3 M. SKLUZAK: Okay.

¥R, WOLTERS: Ms. Brunsting, why don't we

E ok te your statements then, where you state

% gérvers hardware and software, I guess, is

£ wou said.

& ME . BRUNSTING: Arlington, Virginia;

& MR . WOLTERS: One set of hardware servers
H

is in Denver. Explain to me, then, what

ians are being provided in those systems, then,

A

& M% . BRUNSTING: Those are the QCC general

¢ gystem. That would be the normal general ledger

wwing, wherever you record transactions for all of

and vhose line items entries. QC's general ledger

4 repord those specific transactional activities

fopr that entity.

MR. STEESE: Rick, what we're getting to

-4

&, when you are looking at B(2), we have separate

raoords and accounts, and we interpret, we

are the two bocoks, records and accounts. And

e not only separate, but they are

i on separate gystems.

v

M%. SCHWARTZ: And I would further add to
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3 ¢ we look at precedent in previous approval

4 vie ¥CC has been satisfied with just the

% st the general ledgers are separate, and

% wired, that they are kept at separate

wi have met the requirements associated

Wp . GYLUZAK: Alluding to my other

& * am looking on page 11 of my May ath

& sesm D. This is where I found what I was

where I talk about separate

5 E
I

asfeware, According to testimony filed by

imey, ahout QCC, the 272 affiliate accounting

e funetions are performed by the services

oy, which is not the BOC. And I guess that's why

ES
ES

5 confussd when you tell me that the BOC is

g vhe payroll functions. So, I guess the

i o
i &8

b3
pr)
15
v

accounting and financial functions.

M8, SCHWARTZ: It's not specifically

chat'a correct.

MR, SKLUZAK: Okay.

i MG . SCHWARTZ: So, to the extent we're
1 s purmitted to provide any service to the 272

. with the exception of OI&M. What's

us, when we provide HR services, finance

sver, HR, is that we put it on the
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it

H inrernet and we price it according to FCC rules, and we

Hd

make it wisible to other interexchange carriers. So

S

thare is no prohibition or restriction associated with
A the types of services that the BOC might be able to
& srovide to the 272, with the exception of OI&M.

That's also true with regard to services

ek

that would be provided by the service company. We can
g avail ourselves of services by the service company with
9 no restrictions, except to the extent that we fcllow

%

3.0 che OI&M rules and we follow the affiliate pricing

P
Hrit

rules. So, there's no requirement for us to have all

Y

Fr

finance functions performed out of one subsidiary. We

g
fe2

just need to make sure we follow the rules when we make

24 decisions about how we're going to procure those

L& MR. SKLUZAK: My comment on that,
1 Mr. Antonuk, is elsewhere in the system Qwest and QCC
18 state they are being conservative. They are trying to

19 go beyond the requirements to make sure they get this

10 ried down correctly, and I find it curious here that
2% che parent, QCI, is doing the accounting finance
23 functions for the payroll and the payroll is being done

23 by the BOC. And the BOC and QCC have a number of
24 employees going back and forth. I don't know if it's a

5 marriage of convenience, but I just find that curious.
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MR. ANTONUK: Is the parent doing it ox
rhe service company? When you say the '"parent," you
mean the intermediate parent?

MR . SKLUZAK: The intermediate parent,
which is the service company.

MR. ANTONUK: I, actually, I did want to
mtop us for a minute here. This reminds me of the
Rockies game I saw a couple of days ago. They gave me
a geat so high up, I couldn't see the name on the
jerseys. I am having that trouble here.

MR. SKLUZAK: Okay.

MR. ANTONUK: When you talk about Qwest,
wou mean OC generally?

MR. SKLUZAK: That's correct.

MR. ANTONUK: When you were talking the
parent, generally speaking, what that means to you, the
service company, not the grandparents you are talking
apout .

MR, SKLUZAK: In this context, yes.

MR. ANTONUK: Qwest, your terminology
rends Lo be QC is the BOC and QCC is the 272 company.

MS. SCHWARTZ: Correct.

MR. ANTONUK: If you are going to talk
about the service company, you are calling it the

gervige company.
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MS. SCHWARTZ: That's correct.

MR. ANTONUK: If you are talking about
the parent, you are talking about -- is QCI the
umbrella, the granddaddy?

MR, STEESE: Yes.

MR. WOLTERS: We'll adopt Cthat
perminology.

MR. ANTONUK: Okay. As long as I get
squarad away here. I think it will help me. Are there
other --

MR. WOLTERS: -- players?

MR. ANTONUK: Should we fill out the
score cards a little bit more? Is that going to do it
pretty much?

MR. STEESE: Mr. Skluzak, I hear you are
saying that you are curious, and in that --

MR. SKLUZAK: I say it is curious. I am
not necessarily curious.

MR. STEESE: -- in this particular case,
do you ruestion that we are maintaining, at least from
a gystem perspective, separate financials? Do you
question that particular peint?

MR. SKLUZAK: Well, you know, vnless I
found cother matters in my testing, I guess I can't -- 1

would have to take you on your promise, Your agsertion.

Aprit 2, 2002
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3 MR. STEESE: Can we move, then, onto or

& Back to Isgue 2(B).

3 MR. ANTONUK: First I want you to tell
& ma -» 1 belisve your testimony talked about a lot of

i

smployees moving when you went through the transition

and created the new 272 affiliate. Can you tell me,
gyt of, where most of the movement was from and to in

% rerms of numbers? Did they mostly move to the service

243

gempany?  Did they mostly move from the 272 to the BOC?

4 Just have some -- generally, I would like to kind of

1i get & sense of flow.
32 MS . BRUNSTING: The flow was
13

predominantly from QC to the service company, and those

15 greater support all of the entities of the Qwest family
W8 of companies. And QCC, some functions moved into QSC.
17 1 would say there were predominantly more QC functions
18 char moved to QSC then QC, put both did. There was

18 probably less than 100 employees moved between QC and

= 0. %o the direction was moved from local or 272
(31 mewpany BOC, up to the services company.

23 MR. ANTONUK: So, your service company
eperations, prier to this recent change, were not
24 yeally all that substantial, I am taking it.

g M3 . BRUNSTING: No.
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MR. ANTONUK: Virtually all of the G&A
t?pa of work was done inside of what's now the BOC?
MS. BRUNSTING: That's correct.
MR. ANTONUK: Just to close this, you
said -- quickly, What kind of G&A functions did you
decide were better left at the BOC rather than moving
them up to the service company? Payroll, for example.
Was there a strategic kind of consideration that was
underlying most of those decisions or G&A?
MS. KNAPP: Part of the plan we had to
do, is, as you are aware, we do have bargain-for
employees in the regulated company, and the service
that we're talking about, as far as payroll is
concerned, a lot of that is done by bargain-for
employees, That takes a lot of work to move that group
of people. That's why it's staying at the BOC at this
point. BAnd when we do perform those services, we have
pricing all established and we do affiliate bill fox
that.
MR. WOLTERS: I didn't hear what you
said. What kind of employees?
MS. KNAPP: Our union, bargain-for. We
can't move people back and forth without labor issues.

MS. BRUNSTING: I would dlso add to

Ms. Knapp's statement, in that the major functionality
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or support that moved from the BOC and the 272 up to
the services company were public policy functions, HE
functions, some other procurement functions, and
product management functions. Those types of service,
type of shared functions is what was realigned up te
the services company, and greater centralization ot the
finance functions.

MR . ANTONUK: So fleet management. for
example, sounds like it's probably still at the BoU.

MS. BRUNSTING: Yes.

MR . ANTONUK: Facilities management. Ll
things where you tend to see what -- well, whers the
staffing is not blue-collar, to use the old fashionsd

term, it -- they tend to move. put wherse it iz --

consist of bargaining-unit employees, it's pretty mush,
at least for now, stays where it is -- whers ir wag.
All right. I understand enough about that naw.

MR. STEESE: 1 think that I gdw some
head-nodding here; that we can move back bo B2 .

MR. WOLTERS: Sure.

MR. STEESE: The question hewe, do i

BOC and QCC have separate charts of accounts,

Ms. Schwartz will address chat .

MS. SCHWARTZ: ‘Yes, we do. Aped mhe HOE
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14

15

16

17

18

19

in my direct testimony, and the 272 chart of accounts
was attached as a proprietary exhibit to the tastimany
of Ms. Brunsting to allow a direct comparison of the

R &TE

fact that they were different. So, we beligwe wg

satisfied the requirement Lo agtablish that we have

4

separate charts of accounts.

MS. BRUNSTING:

that Qwest Long Distance, oOr
Distance entity, had its own sepaxate charvs of

accounts, separate from that of the new 272 o €

MR. SKLUZAK: And I said, I wow

that they do have a separate chart of scohunis;
however, I would like to ask one gqusstion of
clarification. Once again, this i& delwing iate a

proprietary matter.

MR. ANTONUK: Go ahead. WatEL b o

closed portion of the transcariplt now.

(whereupon the follawing

were excerpted and are under Separats



fixhiibits

1 PROCEEDINGS CONTINUED
2 MR. STEESE: So, now I thifik we m By

3 Issue No. 4. And here's the quéstion is,

4 recommended that Qwest go through funohi

5 audit before we get into the interLATA marker

6 statute specifically says ong year after

7 272 (D) requirements begin. #nd then every

Ey

8 thereafter, for as long as 272 is in affeu.

9 Mr. Brunsting, do you have some COmments e

10 decision on this point?

11 MS. BRUNSTING: Yes. Okay.

12 CC-96-149, nonaccounts safeguard order. ¥

13 At that point, the FCC recommended, dr P

14 believe, the release date on that of

Chgl Tt

15 24th of 1996.

16 MR. ANTONUK: Whsh wag Elow
17 MS. BRUNSTING: Thsre's & ¢u

18 paragraph that staltes:

19 "After some conclusion, the FIC
audit at the end of 12 months after the fig
this would assure an operational period with ades
audit. Therefore it is our

20 position that an audit is oot
yvear of actual operatiomal data 1is what has i
has been required to have an audit performed O
approval."”

21 MR. STEESE: L=t

22 If you look at the specific pa

23 nonaccounting safeguard order, it
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24 that. It was a numbegr ©

25  audit occur not one year afuer,
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were in. BAnd ATST and, I belisve, 1t wasg

if you can pull that up

recommanded no, no, it

the specific reguest of whesn

done was made by AT&T and

specifically granted theém
the 271 entry occurs.

MR. ANTONUR: And

coincidental, whichever choigs vt

either one audit or two audibs

period. What that meang, the sudit bag

at the end of 12 monthsg, or it fust

12 months. These audits prasumably

MS$. SUHWARTE:

conducted within the £first

would start within that £irst year.

an audit of the first year

correct?

ME . KNAPE: {8

MS. SCHWARTL:

years later.

MR. ANTONUK:

be the first 12 months of ope
271 approval date.

M3. SCHWARTZ: That's corgect.

St



B

10

11

13

14

15

16

17

18

19

20

21

22

23

24

MR. ANTONUK:

is going to come in several months aftar

of the audit.
MS. SCHWARTZ:
months, I asuspect.
MR. ANTONUH:
MR. WOLTERS:

you gave, please?

MS. BRUNSTING:

presumably the auwlib

a5 Fons
ol

Okay.

BEe-149

203. bBnd I believe the relsase dats on the 1w
safequard order is 12/24 of '95.

MR. WOLTERS: ‘That's
safeguard order?

MR. SKLUZAK:

MR. ANTONUK:

MR. SKLUZAK:

discussion is page 11 of my direct tasti

testimony. May 4, Item F,

didn't make this as cleaxr asg I
to the multi-state commissionsrs
track record on GAAP compliance,
record accounting transactions,

to do an audit to see if they're GAREF ot

because in order to determins

section, with this sectiom,

wherg

M. Antswk, F ¥

e .

The genesis of

Ioauggest -

should have.

B

it may bs 4 good

T wrots Jwsst
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auditable. Now QCC must be auditable. HOwW are you
going to determine that unless you do an audit?

MR. ANTONUK: So you are not objecting to
the statement of the general reguirement. You are
saying that there are special conditions here that
support an earlier than otherwise required audit.

MR. SKLUZAK: That's correct. TIf you
read my comments in context, I talk about 272{D}, but I
don't hang my hat on that, if you will. It's a, you
know, this isn't the FCC. This is the state
commissioners recommending to the FCC. And I would
suggest that that should be one of the recommendations.

MR. ANTONUK: So, your goal would be Lo
have the results of -- that you had it available to the
FCC when it makes a decision about 271 for Qwest?

MR. SKLUZAK: Or prior to it getbting to
the FCC. You know, do an audit on the internal
controls they have here. You know, they already have
affiliate transactions going. They could audit thoge,

as I tested.
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MR. WOLTERS: The testimony she's filed
says they made that decision in January 2001,

MR. ANTONUK: Yeah. What does that mean?

MS. SCHWARTZ: That's correct. The
decision was announced or the designation was announced
that we were going to change the 272 subsidiaries. And
so, Ms. Brunsting was named to head that transition,
which we talked about earlier, took, you know,
basically a three-month period for us to overlay the
272 controls that we had in place at Qwest Long
Distance onto the new 272. That alsoc coincides with
the time frame that we brought in Arthur Andersen to
help us.

We knew -- we felt like we didn't have

our arms around all of it, and we needed some help. We

April 2, 2002
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hrought in accounting professionals to help make sure
we identified all of those services. We got those
acoounted for and we got those posted, as you

meritioned, turned those all up on March 26. So that

January to March time frame was basically the Section
272 transition. We needed three months to become

gompl iant,



=

cXNIDits Of Marie . scnwarlz
Exhibit MES-272-27
Aprit 2, 2002
237
19 MR. MUNN: Mr. Antonuk, I have
information to provide here.
We just checked with our people back at
the office that provided the information for

M. Skluzak to look at. And we have been told that the

information for QLD was provided in the -- for

Mr. Skluzak's review in the April visit, the data for
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the first quarter of 2001. So I don't know what the
disconnect was there, because -- I hear what you are
gaying is that you didn't see QLD data for first
guarter 2001. Our people say that they have provided
that to you in the room at the time, with the other
documants.
I just wanted to --
MR. ANTONUK: Well, Mr --
MR. SKLUZAK: Mr. Munn -- Mr. Munn, the
discrepancy may be in the phrasing of the word data.
Data may be trial balances; but, to me, it means actual
billable transactions that would afford me an
gpportunity to test, to trace, to do the auditing
procedures that I was doing.
MR, MUNN: And that characterization is
consistent with what we provided to you in the April
time frame.
And, again, I want to say I wasn't in
that room, but that's what the people that are on the
ground, putting the documents in the room, have just
confirmed with us. So --
MR. ANTONUK: Well, what if they did give
you transaction data for QLD after December 31st, '00;

pecayse you would have assumed that data didn't have

anything to do with the 272 affiliate anyway, wouldn't



Docket No TCO1-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-27
April 2, 2002

238
L PR =~
& MR. SKLUZAK: Well --
% MR. ANTONUK: -- based on what else you
& wriew?
4 MR, SKLUZAK: Well, I -- I'm sorry.
& I would assume it didn't -- I knew that
- o~

fwest LD was still being kept on as a 272 affiliate to
# e merged latey, But I just assumed there's not going
% to ke & lot of pertinent activity. I had a short

24 amsunt of time to get this done and get my testimony

ik out; let me focus on the new affiliate, QCC, which is
13 what you and all the other folks in this room are going
13 to probably want to hear about.

4 MR. STEESE: Mr. Antonuk, if I can be so
3% boeld, I think Mr. Skluzak wculd agree now that there

R isn't going to be a lot of material to review.

17 MR, ANTONUK: Right.
18 MR. STEESE: And we can't stipulate that
19 0o

Do hecame a 272 affiliate when the decision to make it
28 ap affiliate didn't occur until after January 1. We

23 Fust can't stipulate to that.

& And then when you make a decision to turn

& 2000-person company into a 272 affiliate, it can't

“4 mappen overnight; by definition, it just cannot. And

Bad
i

g -- I mean, there has to be a period of time over
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which you work diligently to get that accomplished.
#nd we did it in less than three months and that is why
vou are seeing all those transactions posted on

March 286,
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MR. STEESE: So, Mr. Wolters, just so I
understand the issue then, what you are saying is that

%

you would agree that if we have separate officers and

directors, inquiry over, but for the fact that you
think there were instances when we have not had -- when

we have had similar officers and directors? And so
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e

gpecter of problems for you, and so

¥ vgnr poeal issug 1s you think there's times when we

5 gesylappsd; is that correct?
4 MR, WOLTERS: I believe there are

g whera you have.
# MR, ANTONUK: The overlap that's
7

prohibited s -~ is strictly as between the 272

# sf#iliate and the BOC?

# ME. WOLTERS: 1I believe that's correct.
(55 MR. ANTONUK: Okay. And there can be no

i common directors whatsoever?

2 MR. STEESE: Correct.
LA MR. ANTONUK: 2And no officer can have

14  sxecucive responsibilities for each --

5 MR. STEESE: Correct.

1% MR. ANTONUK: -- at the same time?

FA MR, STEESE: Correct.

ia MR. ANTONUK: Okay.

1% MR. SKLUZAK: Well, the FCC stated in

fe eheir Ameritech Michigan order that the intent of
g A seotion 272(B) (3) is that there be some form of

e o

EE indspendent management and control of the two entities,

22 ]

Hge
.

i.&., the BOC and the Section 272 affiliate.

wd In my opening statement, 1 gave several

*% sxamples of an overlap between-officers, directors,
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employees, and I would just like to reiterate those.
Thay can primarily be found in my supplemental
gestimony on pages 15 and 16. And Qwest actually, in
Exhibit MES-5, they do have the references, but they
d4id not include reference also to paragraph 37, wherein
1 ealk about Robin Szeliga -- I'm not sure if I'm
pronouncing that correctly -- Robin Szeliga, who, when
T went over to Qwest headquarters, she was the person
that signed certification statements as required by the
Fee for both QCC and Qwest; which then the assumption
is that she's an officer of both QCC and Qwest. That
clearly is not correct and that's not a separation.

But then I go on to state that she is
senior vice-president of Qwest -- of Qwest. She's
executive vice president and chief financial officer of
QCe and Qwest LD. And I just explain how many
different hats she's wearing and how it's a violation.

MR. ANTONUK: This is true as of what
point in time?

MR. SKLUZAK: I wrote this on May 17th,
2001L.

MR. STEESE: May we address that,

Mr. Antonuk?
MR. ANTONUK: Yeah, unless ~-- have you

got others?

April 2, 2002
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MR. SKLUZARK: I do.
MR. ANTONUK: Well, it might make
gense - -

MR. STEESE: That's fine. Let's hear the

whole list. I thought he was finished. I apologize.

MR. ANTONUK: Would you -- there are two
ways we can do this -- I'll let you choose,
My, Skluzak: We can do -- we can have the response as

you go through each example or you can give your whole
list of examples and then lhave a response.

MR. SKLUZAK: Let's let Mr. Steese
respond, because then I get into proprietary ones and
we can go to proprietary on the record as to the second
and third point.

MR. ANTONUK: Sounds fine.

MR. STEESE: 1Is Mr. Cruciatti alsoc -- I
chought we could deal with Mr. Cruciatti at the same
rime. You claimed Augustine Cruciatti was also -- we
can deal with that and we can deal with both of them in
response and then go to the proprietary ones.

MR. WOLTERS: Did you claim that the
information is proprietary? If you claim it is
proprietary, that's fine,.

MR. SKLUZAK: Right.

MR. STEESE: You are looking at your
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1 exhibit?
2 MR. SKLUZAK: vYes.
3 MR. STEESE: Ms. Brunsting, has there
%4 been an instance when Ms. Szeliga has been an officer

o of both a BOC and 272 affiliate at the same time?

& MS. BRUNSTING: During the transition

wd

period last year, right after the merger; from July 21
g of 2000 until January 1 of 2001, Robin Szeliga held a
@ position in both entities.

1 MR. STEESE: But at that point they were

ii nol yet a 272 affiliate?

4 MS. BRUNSTING: They were not, that's

1i correct: .

14 MR. STEESE: At the point when Qcc

18 becomes a 272 affiliate, is there any commonality?

16 MS. BRUNSTING: No. Robin no longer

17 holds any positions, officer wise or director, with QcC,

18 the BOC,

15 MR. STEESE: And is that true as of

8 March 267

Z3 MS. BRUNSTING: That is true as of March,
22 yes.

a3 MR, STEESE: Then T have a question for

24 Ma. Behwartz as to the verification question that

EEd]

Hr. Skluzak raised.

i
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niscussion off the record.)

MR, WOLTERS: Chuck, let’s go back to the

51
e

st inn .  wWhat was the last question again?

MR. STEESE: Was Ms. Szeliga -- as of
muest 26, this year, has there been ever been a point
sfesy that that Ms. Szeliga has been a director or
a¥tieay of both QC and QCC?

MS. BRUNSTING: No.

MR. WOLTERS: But January 1 through

¥

-ry 26, she was an officer of QCC and Qwest?

MR. STEESE: I believe that's correct.
and iv's our view that that was not our 272 affiliate
at the time.

MS, BRUNSTING: That's right.

MR. ANTONUK: So she changed -- she
dropped one of the positions as of March 26 --

MS. BRUNSTING: Yes, correct.

MR. STEESE: -- or shortly before that?

¥S. BRUNSTING: Right before that.

MR. STEESE: Now, Ms. Schwartz, getting
s wive guestion that Mr. skluzak asked with respect to
5. Szeliga signed verifications for
can you please talk to that situation?

v, this is actually

and the guestion was:

MES-272-27
April 2, 2002



3

gk

&

w4
i)
o S

Wag Robin Szeliga an officer of the BOC when she signed

the 272 certificate? And, no, she was not. Es
Mg, BErunsting alluded to, we were in the process of
changing our officer slates in order to make them 272
compliant. And we didn't have the slate filled for the
BOC; and so because Ms. Szeliga signed the ARMIS
reports or had other FCC authority, she signed the
afficer certification.

So -- and in that sense, that was an
mrrory on our part. So we have now had Mr. Mark

sehumachker, who is a fimance officer at the BOC, sign:

attachad as -- they were attached in my vebetfal
e LTy -

ME. WOLTERS: 8o at the time this Lady,
wa . -~ what was 1t?

MS, SCHWAEDTZ: Szeliga.

MR, WOLTERS: -- 8Szeliga signesd the
eprcifigate on behalf of the RBOC, shs s Vs
f L osr?

MS  QUHEWARTZ: of chs EBOC, Thal'®
THEESOT .

MR . LZNTONTK . What L
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was that there -- there wasn't clarity around the level
of authority that was needed to sign the certification.

The FCC is very specific that the -- that
the signature must come from an individual who is an
officer of the BOC. And because that -- that position
nad not yet been named, she was a financial officer of
ehe parent of the BOC and also had signed the ARMIS
reports, she signed the certificaticn.

So we've subsequently corrected that.

MR. ANTONUK: Is there a title block
under the signature?

MR. SKLUZAK: I -- I don't know offhand.

MR. ANTONUK: Okay.

MR. SKLUZAK: I would say a corollary £o
this FCC-required certification is, I saw Ms. Szeliga's
signature, I believe, not on my -- my second review,
but on my first review, back in the fall of last year,
and my predecessor's two reviews prior to that; on
thoge three reviews, we saw no certification statement
on file, despite asking for it.

MR. STEESE: And that's correct. When
vou look at the certification statement -- 1 mean,
it -- the FCC has said, When we file our 271

spplicatbion, we must certify; so we certainly

£y

kY
T

Asrmtand our obligation to do that. And in the past,

April 2, 2002
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gince we weren't taking this to the FCC, we saw that as

3

an unnecessary step for the states.

3 out of an abundance of caution, we've

4 done that here; and, obviously, the first time we did
5 it, we made an error.

& MR. ANTONUK: And just for my

7 perspective, to close this off, and then you gentlemen
8 pursue it as you wish: Is Qwest saying that her

g mistake was that she believed she was still an officer
10 of the BOC or was her mistake that she did not realize
13 that she had to be an officer of the BOC to make the

12 certification?

13 MS. SCHWARTZ: The latter.
15 MR. ANTONUK: Okay.
15 MR. SKLUZAK: Just in closing on

16 Ms. Szeliga, I also note in my testimony that as to
17 QCI -- once again, the parent of QCC and Qwest -- she
18 was also executive vice president and chief financial
19 officer. And that gets back to Mr. Steese's prior

20 comments.

21 So I'm just bringing closure to

22 Ms. Szeliga.
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a2 MS. BRUNSTING: Okay, the question for
tgsue 6 is: Can employees move from the BOC, Qwest

rorparation, to the 272 affiliate, QCC, and vice-versa

without vielating 272(B) (3)? And there is no
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requiremnent in 272(B) (3) that prohibits the movement of
employees. However, as Qwest understands the
asparateness reguirements of Section 272, the
safeguards that Qwest has put in place to limit the
1w of information and the use of proprietary
information are as follows:

Upon acceptance of a position with Qwest,
vhe gmployvee is required to sign an offer letter which
includes commitments that the potential employee
understands the code of conduct, the conflict of
interest, and the company policy on protection of
information.

Employees are required annually to review
rha wode of conduct that provides guidelines for
sharing affiliate transactions, other relationships
with the various affiliates of Qwest.

And, lastly, when an eméloyee leaves a
particular legal entity within the Qwest Corporation to
agoept an external position or accepts a position with
anpther entity within Qwest, an exit interview is
oonducted which collects all of the assets of the
entity and reminds of employee of the nondisclosure of
information requirement that Qwest requires.

All information is collected from the

smployee as to recorded information, electronic

April 2, 2002
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information, and any access that employee might have to
ather types of information.

MR. STEESE: Mr. Skluzak, I realize that
veouy talked about employees going back and forth. And
mne oould read that two ways, arguably, that one was
similtaneously an employee of both companies; do you
ewink it's inappropriate for an employee to move from
amne gompany to the other?

MR. SKLUZAK: I do. And I would -- this
isp't on the Issue Log, which is, once again, Exhibit
¥MEs-5, but references to my direct -- actually I would
inciude paragraph 28 and 30. In paragraph 30, I talk
about the Section 272(D), biennial audit procedures;
and f quote -~ I don't know if you want me to quote all
rhis stuff or not, because basically what they require
is this transfer of employees between the BOC and the
n9y affiliate. Evidently the audit procedure wants to
¥now about the transfer of employees between the two
encities.

I then use that to -- to basically build
my mase, saying this shifting of employees back and
foreh between the two companies, once again, is in
wiplation of the spirit of this particular section as
to geparate employees. And it's -- it's buttressed by

rhe biennial audit procedures. And I list a number of

April 2. 2002
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examples in my May 4th testimony, as well as my
supplemental testimony, of employees moving back and
forth.

And one that I can think of right off the
top I of my head is a number of the employees from one
antity spending 100 percent of ‘the their time --

100 percent devoted to the other entity. Then I get
into the argument, this is certainly circumvention of
the section. They may meet the form in that they are
on separate payroll ledgers, i.e., they are getting
cheir check cut from Qwest and from QCC; but where the
Qwest ewmployees are spending 100 percent of the time
with QCC, what's the difference? It's a circumvention
of this requirement that there be independent
employees.

ME. ANTONUK: That's, I think, a pretty
different issue --

MS. BRUNSTING: Right.

MR. ANTONUK: -- from the one
Ms. Brunsting you addressed.

So I think if you might respond to the
issue of having someone who is neminally on one payrcll
but routinely charging all of his time to the other.

MS. BRUNSTING: Okay.

MR. SKLUZAK: So I guess maybe it's

April 2, 2002



p

E3

RE

e
g0

o

Docket No TCO1-163

Qwest Corporation

Exhibits of Marie E. Schwaitz
Exhibit MES-272-27

really a charvacterization of Issue 272-6.

MR. WOLTERS: A and B. A being the
amployees going back and forth, and B would be an
erployee spending all of its time for the other
EAATTY .

MR. ANTONUK: Before even you do that,
1ot govt of get -~ let's geb Mr. skluzak out a little
bit then on your issue because I think he was talking
montly about another one. I understood Ms. Brunsting's
comments to apply principally to someone who makes a
rrangfer of employment from one to the other, and not
smmecone who is going to be doing that back and forth,
back and forth, back and forth.

But somebody reaches a point where --
where he says, I would rather work for QC than QCC and
T want vo quit my employment with one and begin
fampleyment witﬁ another. Is that a problem in your
il

MR. SKLUZAK: Well, actually, I address
that, Mr. Antonuk. On page 14, I talk about the fact
shat what could happen is that QCC and Qwest employees,
sven though they may have these colored dots, that
dessp't necessarily mean that -- that they are going to
rrasc sach other like pariahs; they are going to engage

in mff.-vhe-record transactions. And, once again, that

April 2, 2002
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% sislates the intent of this separateness of employee

2 Ergngactions.,

3 put -- I'm looking for something in my

suppleméntal that I wanted to share with you.

% MR. ANTQONUK: That's true whether or not

# parson has switched from one to the other, isn't

ie? tf vou have two employees who have spent their

# whole oayeers, one at QC and the other at QCC, it

] sounds to me like that potential you are talking about
34 ¢y whe same, IS it exacerbated somehow if one has gone

ii fyems sne Lo the other?
5 MR, SKLUZBK: I think it is.

Let's say somebody has spent their entire

saraey alb QOC; now, all of a sudden, they are

(A ¢ransferved to QC. All of his contacts, friends, what
£ mave you, ave over at the old entity. 1It's just human
52 mavure, he's going to be talking business or what have

3% veu back with his old colleagues, off-the-record

2 srangagtions .

MR, ANTONUK: That would be prevented by

3 a prohibition on an intra-Qwest transfer?
pa MR, SKLUZAK: I guess I don't have a

X sonerate suggestion for you. I'm just suggesting

4 -~ I mean, going back to Qwest LD, it's replete

, sxamples of these two entities intermingling with
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5 eheir employees and going back and forth, back and
forth.
¥ You know, if you isoclate it and say -- I
4 waan, you can never do it. I can't say that,
% sertainly. That would be nonsensical.
& But on the other extreme, are you going

o

to have this free flow of movement constantly? Why

& then even have the section, why have the separateness

4 geation?

i9 MR. STEESE: Mr. Skluzak, do you -- you
13 are concerned -- what I'm hearing you say is you are

12 concernsd because if you were at a company for a period
13  of years, your friends would be there and you would be
14 wanting to call them up and talk business and that's

15 what's prohibited. That's what I'm hearing you say.

18 MR. SKLUZAK: I think that would be human
17 nature, yes.

1B MR. STEESE: What about all the employees
18 that leave Qwest and go to AT&T or go to WorldCom or go
209 to -- name your other carrier? Doesn't that happen all
i3 the Cime?
2% MR, SKLUZAK: To the extent they are not
z3 hlocked by confidentiality agreements or not-to-

&4 gompetes,

25 MR. STEESE: Isn't that exactly what
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1 Ms. Brunsting said that we already have in place, as
2 well, to go intercompany?
3 MR. SKLUZAK: Well, I don't know. We're
4 here -- here, today, we're talking in the context of
5 272.
& If my friend leaves AT&T to go to MCI,
7 that isn't in conflict with 272. We have specific
8 requirements that Qwest is -- has to meet.
9 MR. STEESE: But you said -- the way I
10 rake your comments, if an employee leaves and goes
11 to -- leaves QC and gces to QCC, they are going to know

12 the people to contact at QC to kind of evigcerate the
13 272 obligations. That's what I'm hearing you say. But
14 they could just as easily go to WorldCcocm or Sprint or
18 AT&T or -- name your other carrier -- and they are

16 still going to have those contacts.

17 MR. SKLUZAK: Yes.

18 MR. STEESE: So what's the problem? I

19 mean --

20 MR. SKLUZAK: The problem is, those other

23 companies aren't under obligations per Section 272.

22 MR. STEESE: And so -- but the whole
23 peint is, it seems that you are talking about the
24 spirit. I mean, Qwest is complying with the form, but

25 are not complying with the spirit; and the reason thexe
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is a problem is because people will talk. And vou are
acting as though people don't talk if they go to other
Iplages. That's not a sensical comment.

I mean, if they go to AT&T and they were
working with Ms. Brunsting, they are not going to be
able to say, I never worked with Ms. Brunsting, I don‘t
know how things work.

Your comment is basically, if we, AT&T,
are the benefit factor of an employee that knows who to
call and contact and they were willing to violate the
rules, then it's okay; but for us, Qwest, it's not
okay. You have to get to that level of being willing
ko violate the rules that everyone puts in place to
make sure this doesn't happen, whether it's for you or
for another -- or for QCC.

MR. SKLUZAK: This is not an idea made
out of whole cloth. This is not nonsensical. Wwhy do
you think the biennial audit procedures require
procedures to document these employee transfers?

MS. SCHWARTZ: I was going to ask you
that gquestion earlier, Mr. Skluzak. What is the
purpose 0of that procedure?

MR. SKLUZAX: I'm not entirely positive.
But they -- evidently the FCC, through their biennial

audit procedures, thinks it's pretty important to put

MES-272-27

e PRl
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it in there.
MS. SCHWARTZ: Right. And my
interpretation of those procedures is, in order for
ehem to satisfy themselves that there are separate
swployses and that there are no employees appearing on
both payroll registers, I believe -- that's my
inperpretation.
T don't have the procedures in front of
me, but when Mr. Skluzak was citing the procedures to
document transfers, then I was curious as to the
purpose of the procedure.
MR. ANTONUK: How long is the procedure?
MR, SKLUZAK: You mean as to read it?
MR. ANTONUK: Yeah.
MER. SKLUZAK: Not that long. I can read
it for you.
MR. ANTONUK: Let's do that.
ME. SKLUZAK: Reading from page 12 of my
reply testimony dated May 4, paragraph 30, Biennial
audit progedures: Obtain a list of officers and
smploymes and -- and employees who transferred from the
AGC at any time to each Section 272 affiliate and
datermine whether the company's internal controls have

peen implemented.

Also, interview these employees to
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determine whether they used any proprietary
information -- skipping some stuff here -- obtained
while they were employees of the BOC or whether any of
the above information is made available to them through
friends and acquaintances still employed by the BOC.

Then continuing on, Obtain a list of all
pmployees of each Section 272 affiliate -- skipping
some information -- inspect the company's files which
indicate employee's employment history within the BOC
family of companies, and document whether they were
amployees of the BOC or any of its affiliates at any
time. Also, to document number of employees, number of
Limes and dates each employee transferred back and
forth between the BOC or any other affiliate or Section
272 affiliate since February 8th, 1596.

MR. ANTONUK: Okay, thank you.

MR. SKLUZAK: So, once again, to
veiterate, this isn't an idea I'm just pulling out of
the air. I'm basing it on what Section 272 audit
procgdures require.

M8. SCHWARTZ: Right. And I -- I believe
that the -- that the evidence that Ms. Brunsting just
mgntioned with regard to our hiring and transfer policy

spaaxs to the first part of the biennial audit

procedures you mentioned.
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.

and then the second part of the
¥ procedures have to do with ensuring that no employee
3 appears on both payrolls at the same time. So it has

% o do, you know, with employees not being in two places

LEY

at once and not sharing inappropriate material, which I
& baelieve our internal policies have addressed.

7 MR. WOLTERS: I would disagree that that
B wag the sole purpose. They wouldn't need all the

£ information about the number of times the dates and

HRs averything to determine whether they are both on the

i1 game, you know, payroll, at that -- at the time of the
12 audit.

13 MR. ANTONUK: Well, there's -- I grant

14 yonh there is clear concern about the use of

18 confidential information; but at the same time, I think
16 rhere is pretty clear recognition in that -- in what

17 was just read that such transfers will happen and are
18 expected to happen. And I thought the issue we were

L focusing on was whether or not those kinds of transfers
githery should be limited in number or proscribed all

al togather.

g And I read that rule as sort of
73  suggesting pretty clearly that -- that the FCC wasn't

Z4 ready to say they should be prohibited, but that they



e

*a

4

Docket No TCO1-165
Qwest Corporation
Exhibits of Marie E. Schwartz

Exhibit

294

MR. SKLUZAK: And neither am I. You
know, I agree with Mr. Steese -- OT characterizing what
ne said, it would be nonsensical not to have any
rransferring of employees between these two, but it
needs to be properly policed.

MR. ANTONUK: Okay.

MR. STEESE: Won't that happen with the
gudit? T mean -- I'm hearing you say that 272 isn't
sarisfied today because employees have transferred back
and forth. And we're saying we have processes in
place.

and what I don't understand is, since we
have processes and procedures to make sure confidential
information isn't disclosed, and there is a recognition
by the FCC that some transferral can occur, why is it a
272 prohibition today, which is the way I read vour
restimony -- maybe incorrectly?

MR. WOLTERS: I think you have to go hack
enoe again to the Act. It says you will have separate
employees.

And T think what Mr. Skluzak's testimony
says is that you have 20 employees at the LD company,
for example, and a chousand at the other and they are
going back and forth; at some point, all the employees

nave shifted back and forth multiple times. 2And at

MES-272-27
April 2, 2002
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some point you have to say, py all this shifting, sy,
in essence, aren't separate because they worked in both
companies multiple times.

And at some point you have to draw the
line and say there is no longey separateness. 1 rean,
one -- I think what Mr. Skluzak said is it would b
nonsensical to say zero; but at some point, I thinmk you
nave got to draw the conclusion they are no longer
separate. That's our point.

MR. STEESE: Do you have any information
or any evidence, Mr. skluzak, of two things: First,
that there has ever been a person that hag been an
employee of a 272 affiliate and the BOC at the same
time or is it just this shifting back and forth that
you are talking about here?.

MR. SKLUZAK: Right off the top of @y
head, I can't think of any example or instance that I
found where I saw employees on voth payrell ragisters.
I didn't -- I didn't get to look at both payroll
registers.

MR. STEESE: Then sscond is, des you have
any instance or any specific example yocu can cive Lo
where a person went from either QCC or QC, whichevey i

is, to the other and then back again? Cx

I

is there just situations where there has besn somg
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shifting?

MR. SKLUZAK: I believe in my May 4tb
testimony I did talk about shifting back and forth as
between Qwest LD and Qwest or the former U 8 West LD
and U S West,

MR. ANTONUK: And remember, now, #4%

Mr. Skluzak was using the term, it's not lTimived o
employee transfers; it also extends to employess whe
remain on the payroll of one but are assigned
essentially full time to the other.

MR. STEESE: That's a different issue.

MS. BRUNSTING: That's different.

MR. ANTONUK: But I think they wersa not
separate in his analysis. So if we're going te talk
about his testimony, I think by definition we'rs
talking about the two of them together.

MR. SKLUZAK: Here's --

MR. ANTONUK: I think it makes sensg uo
break them down for analytical purposes.

MR. SKLUZAK: Here's an exampls which is

in direct confirmation or response Lo Mr. Stzese’

G

comment. Page 14, May 4th testiwony, Item F -- this is
where I talk about the transfer of employess. I stais
that during my on-site review of some of the financial

records of Qwest L -- of Qwest LD's financial reports,



10

1l

12

13

14

15

16

Exhibits of &
Exhibit &

-

397
I noted several transactions related to bonuses or Lean
awards paid to former employees of Qwest LD that had
since been rehired by Qwest.
I could not determine the namas or number
of employees as this information had been blacked out
for my review.

The use of the word rehired connotes that

i1

these employees were once employed at Qwest forr

U S West) went to the LD affiliate and then returned te
Qwest. After returning to Qwest, the employass
received team awards.

The choice by Qwest to black out this
information raises an appearance of impropriety. I
yeviewed terminated work order RMLD-099 on Qwest's
website called Go for the Gold/Bold Goal. This is a
program from U § West to Qwest that rewards smployvess
for customer referrals and cost savings ideas.

U S West LD employees were allowed to
participate in this program. So I guess my eonclugion
on that is the appearance or the assumption is that,
yes, indeed, employees did move from one anticy to the
other and then back again.

MR. STEESE: And that's based on the
assumption that rehired means that they were once

originally with the BOC?
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MR. SKLUZAK: And I think that's a
reasonable assumption.
MR. STEESE: Ms. Brunsting, is that --
MS. BRUNSTING: To my knowledge, there
were no employees that moved from QLD to QC and then
back to QLD.
MR. SKLUZAK: Is it possible?
MS. BRUNSTING: It is possible, but they
would have not been on either -- both payrolls at the
same time.
MR. WOLTERS: But you said there was no
employees that went from QLD to Qwest and QLD.
MS. BRUNSTING: QLD to QC and QC back to
QLD.
MR. WOLTERS: But this reference here is
from Qwest to Qwest Long Distance and then from Qwast
Long Distance to Qwest. That's the rehire, here, it's

referring to.

MS. BRUNSTING: Okay, I would have to
check on that.

MR. STEESE: I -- I suppose that we have
two points here: One, it doesn't matter if you go back
and forth. The comments, as Mr. Antonuk said, say you
can do that. And second is, we don't necessarily agree

with the assumption that rehired means rehired to
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this -- to Qwest Corp.

MR. ANTONUK: Is there ancther plausible
assumption or alternative?

MR. STEESE: Rehired could mean rehived
to the Qwest Corporate -- I mean to Qwast, praviously
with some place in Qwest, rehired after they laf

MR. ANTONUK: To go to a third- party foyp
some time, you mean?

MR. STEESE: Or to have retired for a
period --

MR. ANTONUK: Okay.

MR. STEESE: Whatever it might have besn,

MS. BRUNSTING: I would also refsrencs G
respond to the work order that you mentioned on page 14
in Item F. The work order on Qwest Long Distance
website called, Go for the Gold/Beld Goal, I'm awars of

very conscicus efforts that oceurred in that Qwest
Corp. -- or U S West Communicationsg at. that time .-
would be willing to offer incentives on that orogramn to
any other carrier that wanted to submit ideas, cost
savings, or sales promotions.

They were fully aware, that's why Chat
was posted to the website, is so that we ware [oklowing

those generally available terms and conditions. ‘Thss

were reduced to writing, priced appropriately, and
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posted on the internet so that other IXTs woitld Baws
knowledge that those services oY compengatich iggu
were being handled back and forth.

MR. STEESE: Can we geb Lo Subssdtien
if you will, of Mr. Skluzak's --

MR. ANTONUK: Yeah, I'w

issue of whether there is or isn't

someone employed by one of the Lwo Largat &
MR. STEESE: That's it.

MR. ANTOMNUK: =<~

100 percent of the time to the sther?
MR. STEESE: That's bhs lsgue.
MR. ANTONUK: Okay.

MS. BRUMSTING: It the papts

where an employee was assigned LUD parceal

time, billing 100 percent of thaiy

affiliate to the BOC, those weres for &p

of time. They were for specifis

project work. And agreements wais 1%

reduced to writing.

and the it was posted to the intsernst for

availability.

In the cage whers Lhm

company employes is doing 140
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the BOC, there isn't the nondigoriming:

the long distance cowpany would have

services to anyone else. Whalt we¢

follow the rules, post, make il

knowledgeable, and then follow

necessary transactiomns. And wh

MR. STEESE:

for QCC, can vcu go through

£

doing work for QCC, wa &

or 272 affiliate reguests

committee actually makes the dois

to provide that servige Lo
that they are making & deter

If they providy

affiliate, they will nsead

that to any othsy IX -~

would want those sams fypes of

:
E

cetera. We're guilb

by emplovyee grade or

£

they are for specific short

A, - i 4
RS . Pt e

long enough period,

these people wers more or Lesg
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been possible to
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was Ssomeone wWor
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been asgsigned o a

the other affiliate?

I pulled cut about

page 16 of @y suppy

discrete period of six
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ME,
it by locking at

look at my work papers

while Mr. sSkiuzak

for today. I 'm

the ocuter

internal

comments on

actual transaction

proprietary.

proprietary --

{Pause .}

e e
ME. STEELGE:

just the dates. We w“Win’L

amount of that inveolce was
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dates July through December 2000 and abouys Balfl was
January through March 2001.

MR. STEESE: Say that ong movs bl

breakout.

MR. SKLUZAK: Ths total amsy

invoice was {(CONFIDENTIAL NUMBER! and shamge.

half applied as to the period July throwgh

December 2000 and the other half for the period of
January to the end of March 200%.

MR. STEESE:

to come out.
(Discussion off the record.
ME. ANTONUK: Lat's sErike 1%,

MR. SKLUZAK: Leb me repaab

again. This selection here, sbout half of

of that invoice was as to July shrousgt D

that period; and the other balf of zhat dos
P

was for the period January shrough uhe snd of
March 2001.
MR. STEESE: Can you

work was performed? You salid thersg wasg

work. When was the work performed?

is it just that's when the invaices

MR. SKLUZAK: Can I say six months of

work?
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MR .

MR.

MR.

MR .

WOLTERS :

STEESE:

SKLUZAK:

ANTONUK :

SKLUZAK:

Pocke

Exhritnt

Uh-huh.
Yes.

I did,

Or six people?

It actually would bhe oine

months of work, July to the end of March, 2001. &o I

misspoke.

MR,

through December, you would agree, would you not, shat

STEESE:

As to the work from July

there would be neo prohibition; because even by yourn

comment that QCC became an affiliate on January Loe

there would be no obligation at that poiant to handle

t Mo g

employees going back and forth between companies ig any

particular way for 272 (B) (3) purposes, correct?

MR.

would not be an obligation.

MR.

SKLUZAK:

STEESE:

Under Section 272, thers

and to the extent that thege

services continued through March 26; and assuming again

that -- and I realize you challenge this -~ shat QU

became a 272 affiliate in late March, it would appear,

would it not, that this time periocd when the smployasy

were being retained, for the most part, if not

exclusively, preceded QCC becoming the 272 affiliatse

using our assumption?

MR. SKLUZAK:

¥

Okay, that was a very leng
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question, but I think I got the gist of it. And I
would say, subject to ocur strenucus objection of the
assumption of March 26 being the beginning date of the
272 affiliate, I would say, Yyes.

MR. STEESE: Do you have any examples in
your testimony of an employee -~ you might have, I
haven't focused in on the dates, and in many instances
dates aren't listed -- that postdate the 26th of March?

MR. SKLUZAK: Well, most of my resting &
to those transactions which were finally reconciled ox
caught up in March or April only went up to the end of
March. I don't recollect if there was som& activity in
April or not.

But I would also add that we shouldn't
forget that I also wrote extensively about this
employee problem as to Qwest LD in my -- in my initial
restimony dated May 4.

MR. STEESE: I think on this particular
iggue, I think Ms. Rrunsting's testimony from Qwest's
perspective wraps this up; and that is, to the extent
that there is some employee that is working for one --
or employed by one -- strike that -- and doing work for
another, there has to be a transaction accounted for on
the website. Qwest has done that.

And there is no prohibition; in fact,

MES272.27
April 2, 2002



L

1z

13

N
129]

1
{ad

Docket No TCO1-165
Qwest Corporation
Exhibits of Marie E, Schwanz
Exhibit MES-272-27
April 2, 2002
308
owest thinks quite the opposite, the FCC has recognized
that this kind of work can go on. The corporation --
the BOC -- must realize, as Ms. Brunsting said guite
well, that a decision to allow services to be extended
to QCC places on QC the obligation to extend similar
services to other IXCs. And as Qwest understand --
gwest Corp. understands its obligaticm, it is exactly
what it's doing.
MR. SKLUZAK: And AT&T would stand on
what is written in the two pieces of testimony.
I would alsc just mention, once again,
that on this Exhibit MES-5, it should not be taken as
complete reference of AT&T'S reference to this
particular issue.
MR. ANTONUK: Anything else on this
issue?
(No response.)
MR. ANTONUK: Then we will stand in
recess until 8:30 tomorrow.
We can go off the record now.

(Discussion off the record.)

(Whereupon, the workshop recessed at 5:43
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X BEFORE THE IDAHO PUBLIC UTILITIES COMMISSION
] Case No. USW-T-00-3
3 In the Matter of US WEST Communications, Inc.'s Motion

£5r an Rlternative Procedure to Manage the Section 271
% Process.

B STATE OF IOWA
DEPARTMENT OF COMMERCE

& UTILITIES BOARD

k) : Docket No. INU-00-2

g IN RE: US WEST COMMUNICATIGNS, INC.

f} v e e e e oy e = o M e e e M e e s T
16 DEPARTMENT OF PUBLIC SERVICE REGULATION

BEFORE THE PUBLIC SERVICE COMMISSION

3k OF THE STATE OF MONTANA

iR Docket No. D2000.5.70

e IN THE MATTER OF the Investigation Into US West
rommunications, Inc.'s, Compliance with Section 271

14 of rhe Telecommunications Act of 1996.

1% = memmemememmmmmo— o eSS oS oSCoSS S oSS oSS ST TSI TTEOT

1% STATE OF NORTH DAKOTA

PURLIC SERVICE COMMISSION
Case No. PU-314-97-193
e West Communications, Inc.. Section 271 Compliance
LE Investigation.

1% v e e e e e e m e e e m e mmm o m e o m e o m s -

et BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

%5 Docket NO. 00-049-08

a5 Tn the Matter of the Application of US West
communications, Inc., for Approval of Compliance with

Z3F 47 1.8.C. ss 271{d) (2) (B).
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EEFORE THE PUBLIC SERVICE COMMISSION OF WYOMING

Docket No. 70000-TA-00-599

tn the Matter of the Application of US West Corporation
tegarding 271 of the Federal Telecommunications Act of
L949%, Wyoming's Participation in a Multi-State Section
1 Process, and Approval of Its Statement of Generally
& e

HWEFORE THE NEW MEXICO REGULATION COMMISSION
Utility Case No. 3269
T8 THE MATTER OF Qwest Corporation's Section 271
Application and Motion for Alternative Procedure to
Manage the Sectiom 271 Process
pursuant to notice to all parties of interest,

gmven-State Collaborative Process, General Terms and
Ponditions, Forecasting and the BRF Process, was held
at 5:3% a.m., June 8, 2001, at 7801 Orchard Road,
snglewood, Colorado, before Facilitator Johmn Antonuk.

APPEARANCES

(As noted in the transcript.)
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E% MS. SCHWARTZ: Issue 7, does Qwest
2 fave separate payrolls. In my direct testimony I did
L8 indicats that we have verified that the payrolls as

wetwean the BOC and the 272 are separate and that is

wie of the FCQ's tests for compliance with Section 272

%3 fhy 433 .

AT&T raises in their testimony a
3.3 sonssrn that the administration of the payroll is not

geparaste. That 1s not required by the FCC. As a

mattar of fact, the PCC did contemplate that the BOC
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5 wa sharing administrative services
# v# be appropriate in terms of achieving
% and seale, The only services that
& pid, as wa menticred yesterday, was
& sy of opsration, installation, and
as long as the BOC and the 272 follow
# & pricing rules and they post according to
& , it igm appropriate that we share the

on of pay rolls.

WE . SLUZBK: T see two issues here.

gue par Mg, Schwartz's testimony, it was

. @ipe oversaw the verification of payrolls.

Pk

w what "oversaw” means. I don't know if she

vierr,  That's lgsue one.

Jssue two, on the geparate payroll

I was in

1E wou were to look at paragraph 28 of

imony, I did write that in prior orders

N

wwe of compliance the names of
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atid directors submitted by the BOC and

affiilates on whether separate payrolls and

snigtrative operating systems are present, then I

¢ the Bell South Louisiana II order. The FCC

evidence of clients with (b) (3), and it

nat a requirement.

MR. STEESE: Am I hearing you say this
is ne longer an issue and we can move on to the next
e ?

MS. SLUZAK: I'm still uncertain if in
gubstance there is separate payroll administration.

7 think that's still up for debate.

What isn't is that it's not a
megpiirement .  The FCC merely looks at it as evidence
of compliance.

MR. STEESE: Ms. Schwartz, does QC
provide payroll administration for QCC?

MS. SCHWARTZ: Yes, 1t does.

MR. STEESE: Is there a transaction
posted on the 272 Web site acknowledging this?

MS. SCHWARTZ: Yes, there is.

MR. STEESE: Would Qwest Corporation,
the BOC, be prepared to provide similar services to any
sther IXC or did it wish to request it?

MS. SCHWARTZ: Yes, we would.



10

11

12

13

14

e
147}

16

7

18

na
fad

82
&>

2
(]

Docket No TCO1-163

Qwest Comoration

Exhibits of Marie E. Schwariz
Exhibit MES-272-28
April 2, 2002

27

MR. STEESE: Given that, Mr. Sluzak,
doesn't that satisfy your concern?

MS. SLUZAK: Once again, they look to
separate payroll administration. I guess we have to
delve into, what does that mean? Completely different
systems or is it okay for the BOC to provide this
service, different locations? Perhaps we should flush
out.

MR. STEESE: If you look at 272 (c}),
isn't it true that -- I'm going to try to be very
precise here, that we may not discriminate between,
and I'm summarizing, IXCs including our 272 affiliate
in the provision or procurement of goods, services,
facilities, and information. So isn't this just
another service that if we provide it, we have to
provide it to you as well at the same rates, terms,
and conditions, and doesn't that resolve the issue?

MS. SLUZAK: I don't bave Section
272 (c) so I take you at your word. Here we go.

Mr. Steese, when I quoted the FCC from
the Bell South Louisiana II order in paragraph 28 of oy
initial testimeny, I'm unsure if the context was ag Lo
Section 272(b) or 272(c).

All I know is what I read in that

particular FCC order. They looked at separation of
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payroll systems as evidence of compliance with Section
272 {b) (3).

MR. WOLTERS: I think it would help if
Ms. Schwartz just explained, or Ms. Brumsting, how the
payroll process works, how it's within QSC or how it’'s
done. Are there separate systems or is there some
administrators? And just give a background on how
that's done because there's really no evidence on it.
I think that may help us. How 1s the payroll done for
the corporation?

MR. STEESE: That's fine.

MS. SCHWARTZ: I'm happy to explain
that. Before I make that point, I guess I would like
to say again that there's a very important distinction
between having separate payroll registers to ensure
that we have separate employees and the administration
of payroll services.

Qwest has onme payroll system
maintained for all Qwest affiliates, and thiose serwvices
are provided out of the BOC or QC, as we mentioned
yasterday, primarily from the perspective of the
consideration of bargain for employees.

Does that answer your question,

Mr. Wolters?

MR. STEESE: If you're saying we dg nst
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nsve separate payroll administration?
MS. SCHWARTZ: That's correct.
MS. SLUZAK: Again, that is what I was
£51lowing up pursuant to the FCC's order in Bell South
rao, simply that is evidence there isn't separation.
¥ou tmay sit back and say, what's the big deal? What is

the big deal? When you take a global look at all these

amail items in totality, what is happening here is that

v ten’t separateness as to this section. There
isn't & separate payroll administration, there's

18

mpant sharing of employees; there's employees of one

antity dedicated 100 percent to the other. I think you

nesd to step back and take a look at the global

MR. STEESE: If that's the case, we can
add this as part of the impasse brief. Given that the
OO has specifically said two things, first, that from
# #721¢) peyspective if we provide a service such as
payrell administration, by definition we have to offer
it no other IXCs or offer it to our 272 affiliate.

My, Sluszak's acgknowledgement that the FCC has

speoifically found this to not be a requirement,

this as a nonissue.
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MR. STEESE: The next issue transitions
us away to 272 (b) (3), separate officers, employees, and
Airsotors, into 272 (b) {5) which is the fact we have to
aendugt ourselves at arm's length with each other and
post transactions on the Internet.

The first issue is issue No. 11 which
has o do with, does Qwest post transactions within
18 dayvs as required? I'll hand this issue to
e, Bohwartz.

MS, SCHWARTZ: Yes, we do post
teangactions within the 10-day requirement. Yesterday
we submitted Exhibit MES-9 which is a spread sheet
which basiecally details the transactions that were
posted on the QCC Internet site, and indicates we'wve

gob an average posting date of 4.7 days.
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4 MS. SCHWARTZ: In my rebuttal téstimony
K en pages 12 and 13, we refer to the Bell Atlantic

£ Hew York order where the FCC indicates that because

? Bell Atlantic discloses the number and type of

B pergonnel assigned to the project, the level of

9 axpertise of such personnel, any special equipment used
54 to provide the service, and the length of time required
S to complete the transaction; those are evidence of

24 sufficiency. Again, sufficiency speaks to the ratesg,
13 terms, conditions, frequency, number of -- number and -
4 type of personnel and level of expertise.

15 The cite in the Bell Atlantic New York
i€ prder for that description of sufficiency is paragraph
1% 413,

ig MR. STEESE: That's all we have, Rick.
18 MR. WOLTERS: Let's go to your Exhibit
2 MES-9. Let's pick I believe it's the second line. |
2% 1 believe that's work order access to mineral land.
22z Might even be the first amendment. It says signed daﬁéf '
2% is 5-3 and then it has the date posted as 5-9, then it
&4 hag the end date as indefinite. What does that mean?

25 MS. SCHWARTZ: It means that the




Docket No TC01-1653
Qwest Corporation
Exhibits of Marie E. Schwartz
Exhibit MES-272-28
Aprit 2, 2002
41
gervige is being provided indefinitely.

MR. WOLTERS: Is there only going tc

e o bill for that entire work order when it's

MS. SCHWARTZ: Depending on the nature
the service, I believe that this work order will be
Biiled on a monthly basis. Typically we do bill on a
mapthly basis.

MR. WOLTERS: Indefinite means until
ghe work order is either terminated, it just stays as a
wontinuing work order?

MS. SCHWARTZ: It means we've
gontyacted to provide the service for an indefinite
time period,

MR. WOLTERS: Let's go down a number of
Iines to what's called work order, and then it says
Amendment 1 to work order, interim human resources
gervices. The sign date is 5-11-01 and it shows it was.
postad on 5-18-01. But you have an end date of March
which appears to precede the date of the contract was
signed, then you have a removal date that also precedes
the day it was posted. Could you explain that.

MS. SCHWARTZ: We talked a little bit
abour the interim services yesterday. The interim

seyvices were services that were identified and priced
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N and posted for services that took place in the merger

kS

vransition in the Section 272 transition. So any

fad

servioe where that's identified as interim was a

& transition or one-time service that was identified and
% posted, and most probably will not be offered on a

& going-forward basis. It was a transition period

¥ interim service.

i MR. WOLTERS: So the work order was

E signed after the completion of the contract?

11 ) MS. SCHWARTZ: In this case that's

E% correct. Those were catch-up or interim services

18 that we identified during the transition period.

13 MR. WOLTERS: You're saying those were
14 provided by -- tell me who these were provided by.

1% MS. SCHWARTZ: Because these are called
18 work orders, these were provided by the BOC to the 272
17 a1 a ghort-term interim basis.

i MR. STEESE: I might be able to help
18 gome here., This is something that we did and we

[ phought it would prove to be helpful. I'm not sure

23 ghat it ended up to be.

B When you look at where we ended up,

i3 we posted transactions back to July ist, which you've
ek all noticed. The reason we did that was two-fold.

i% Sme, to make veryy plain that during this merger
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% rransition period we didn't delay identifying QCC as

3 sur 272 atfiliate so we could provide all kinds of

3 ts it and then claim we don't have to provide
4 #imiiar services to you. We erred on the side of

% mpletensss by providing this information and putting
= 4 on the Web gite.

H Sgcondly, we thought, very frankly,

" that AT&T would basically demand that you see this

ES B¥angsaction detailed back to that for this and other
18 raamong. S0 while the service was provided to QCC
1i befors it even became a 272 affiliate, we posted
54 *Eoout of an abundance of caution.

M5. SLUZAK: Would You also agree that

the other Section 272 affiliate, still needs

L4 eomply with the 10-day posting requirement?
AE MS. SCHWARTZ: Yes, I would.

MR. SLUZAK: Why is it we don't have an

axliibic for Qwest LD?

i MR. STEESE: We have one, if you'd

Like, We provided this since QCC is going to become

the primary affiliate and it was the most recent event.

Tike to see QLD, we certainly can distribute

iy Enat exhibiv as well.
by MS. SLUZAK: That would be helpful.

Would you also agree, Ms. Schwartz,
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s prior history should be looked at,

i veviewsd as evidence of compliance with

1#-dyy posting requirement?

M3 . SCHWARTZ: Yes, I would. I believe

atesd that in my rebuttal testimony.

i

MS. SLUZAK: Are you familiar with

h Louisliana I1 order?
Mg, SCHWARTZ: Yes, I am.

MS. SLUZAK: Are you familiar with the

hat the POC wrote that disclosures should include

tion, among other things, of the approximate

af mompleted transactions?
MS. SCHWARTZ: Yes.
8. SLUZAK: Would you say if you need

an approximate date of completed transactions that

v you have indefinite dates your posting falls
short of the PCC's regquirement?

M5. SCHWARTZ: No, I would not agree

noat statement.
For instance, hypothetically let's

elar 6 im providing HR services to QCC, the 272,

;
£
Lo
2

rh

our HR staff, all of our HR experts are

ed in the BOC. It would seem to me that we would

nisue bo provide those HR services indefinitely into

furure untdl some strategic change such that the HR
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Eige no longer regided at the BOC.

MS. 8LUZAK: The indefinite equates to

required approximate date of completed

I BalLion?

MR. STEESE: Correct.
M%. SLUZAK: That true, Ms. Schwartz?
ME ., SCHWARTZ: Yes.

MS. SLUZAK: For completeness of the

yred, 1 was reading from paragraph 337 of the Bell
South Louilsiana IT order which is cited as FCC 98-271.

MR, STEESE: Can you give us just one

(Discussion off the record.)

MR. STEESE: We're passing out an
#xhibit and it ended up on yellow paper thereby
suggasting it is confidential, and it is not. Treat
whis as white paper even though you might not think it

4 g
b

MR. WOLTERS: Is MES-9 limited to any

poriod of time?

MS. SCHWARTZ: Could you rephrase your

guestion.

MR. WOLTERS: What period of time is

%-%2 supposed to cover?

MS. SCHWARTZ: MES-9 represents
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the baginning of the 272 life for QCC.

-« pothing could be posted pricr to the

% sHaveh of 2001 because that's when we turned up
#
Poes that answer your question?
MR. WOLTERS: Everything is 2001,
M5, SCHWARTZ: For QCC?
% HMR. WOLTERS: Correct.

M&. SCHWARTZ: Correct. QCC became the

it 28483, ag My, Steese indicated. In order to be

sk iwe we posted all transactions with QCC back

Sha morger date,

MR, WOLTERS: If let's look at the

L4 Low pot sonfidential exhibit you handed out. Do you

MR, STEESE: It will be ME§S-13.

{(Bxhibit §7-QWE-MES-12 was marked for

MR. WOLTERS: What period of time is

spesed Lo represent for Qwest long-distance?

MS. SCHWARTZ: This represents the life

iong-distance, and I believe note 1 indicates

(4 mite was turned up 9-28-98 and transactions

~adl back to the release of the telecom act as

by Lhe FCC.
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WOLTERS:  This would include
& jang-distance?

WARTE:  Yes. Pricr to the

# galled U3 West
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warhz &

st issue,
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fell South Loulsiana II

whist ape other BOCs doing

Yeu, Bagiecally we have

£ now with regard to

the Hell Atlantic

ppel B sufficiency.

Bawe bBogolmarked our Web site

¢ g

4, partigularly SBC and

seeandy b Bewms of thedr 271

the FCC's tests relative

has not indicated anywhere their

g posting on a meonthly bagis

Thedir intent, and we see this

the rules, is for us to post

. suweh that a third party could

a8 to whather or not they would

phe sewvice and also 8o the FCC can

w3 tanee with the rules, OQur Web site

rest for gsufficiency,

EESE: In fact, if vou look at

oy BBC's Web site, do you see that

Yo

a trangaction posted every time a

¢ within a cransaction as suggested by
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Mo, yow do not.

S FTEESE.  What do you see?

SEHWARTE . You see rates, terms,

fellow ths FOO's definition of

ME . STEESE: Obviously the FCC found

ME. SCHWARTZ: Yes, they did.
E M&, SLUZAK: Is that based on the FCC's

HMB, SCHWARTZ: Yes,

WM&, SLUZEAK: About how that they

 render Bell South Lounisiana II and

o

e

MR, STEESE: That's a legal guestion.

v that they have taken -- I would say

Tysd, You said yesterday in your

rhat Lt was interesting to note we

3

for prioy years and then we've

i wa're not going to do that on a going-

e

Phe gpecific reason for that is because

aivan us guidance in the recent years that

glearly to us that that volume

i simply not required, Texas gives us

That's the reason whv we made that
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%: I think that many times

Yadaugse they say that the
st phe FOU grders you find a

finkody took objection we

That's never the case,

AERS: My point is that I read
itts appropridte to raise this

Ehe PO deoids it begsuse T haven't found

yive dacided isgue as a specific

f vou laok at the Ameritech order it
i vhey had to provide specific detajil,
ving iv's evolved, I'm saying that
san 't adddvess this issue specifically
oy pogt individual transactions as we
#f the PO wants to see, or as you
zming the issue and asking it be

I den't think it's specifically

. the guestion we're proposing.
STERSE: Have you looked at the
whether they're posting the bill by

think should be posted, Mr. Sluzak?

0

=

ZRE: I've not looked ar the SBC
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T dan't think that'g
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BLAZAN :  Does that mean that any

Gwast and request to sse

KRTY:  Yeg, Mr. S8luzak. On the

chat paper ¢opies, ag required by

Ble at the company's -- BOC's

Wusingss, then there's a phone

M. BLUZAR:  In order for us to see

g8 wa had te do it through a data

it Be s regquirement of all other
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There s an impoertant

swile bBare.  The

@ bhe Wen site 1s
papuy eopies of that
oulslia available at

af business.  Any

suidl have to be, correct me

Legted Ln an appreopriate

aueant and potentially

¥ agpgament..  Some of .

vawed, Mr, Bluzak, was

st Lon.

f want to walk you

I upderstand it here.

rHaSon as a CLECQ I decide’

alatdong service,

Ave we still in the

The one thing that I

Suppoge I wanted to

1 services from -- if I wanted

I 1 be able to tell from the Wah

v v offer and how much they
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S5, SOUHWARTZ: You'll he able to find
2 that are offered -- you would be able
& wf gervices that are being provided
the 272, so we would assume in this

dation that the public relations services

% d by the BOC to the 272. You would be
E bagically find out the rates, terms, and
¥

and level of expertise. How are we

Lhak service? Are there VPs associated with

vigion of the service? Directors? Technicians? -

thg rates assoclated with that? There would

a depeription of the service., What types of

o¥ benafits can you expect if you purchase

lations service? What are you going to get
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% MS. SLUZAX: Under your hypothetical,
b oy keyed in on the rates. Let's also talk about the
%% LA
iE T found example after example of the
13 Fact that OCC wasn't having to pay on services for
L4 ehoght months, nine months, twelve months. That's an
% ineredible fleoat. You talked about a hypothetical
4 PLEC.  There's a lot of CLECs out there with cash
5% flew problems right now and they would dearly love to
L8 gt out elght- to twelve-month float on any service -
349 provided. That's another example of that's not in
24 rhose blanket agreements that they have anywhere from
7% gix~ to eight- to ten- to twelve-month fleoat. That
& would be guite helpful to know.
gy | MR. STEESE: Let us address that
or! particular issue because Mr. Sluzak has identified some
2% fapts but his assessment of the facts is incorrect.
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Under the current work order in place

ot

k4 iy there an interest provision at all today? We've
5 isaue 10 to issue 14 and then this is an
# entirely separate issue. Before we move on, maybe we
E san reach some closure and then we can get back to this
& igaue
% ¥ MR. ANTONUK: I am starting to like the
‘ B £iow a little better. The flow that's on the issues
U Tist oould be a little bit comstraining.
5.0 MR. STEESE: That's fine. We'll ask
EY My . Sechwartz the question. -
3 Does the current work order in place
33 have provision for interest and what is Qwest doing
14 sbruat that and what have we done with respect to this
15 float that Mr, Sluzak referé to? I know that's a
LE gompound guestion.
Y MS5. SCHWARTZ:; The interest or payment
L8 rerms would actually be included in the master services
i¥ agresment.. We have discovered that we excluded an
s intersst component of the payment terms in the master
3 rvices agreement by mistake. 8o we have calculated
dE interast back to the merger date for payments that were
23 to be paid by the 272 to the BOC and, conversely, by
&4 rhe BOC to the 272 and we've accrued for that interest

$u o 4

-him month and we will be adjusting the master serviges




Docket No TC01-163

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-28
April 2, 2002

67

ro contain reasonable and customary payment

would expect to find.
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MR. STEESE: Ms. Schwartz, I heard
My . Skluzak say -- and this isn’'t a quote but
summary -~ that he's concerned, based on his review of
ghe billing, that we don't have the appropriate
asépunting controls in place to account for
pransactions properly. I know your Exhibit 6 describes
whers we were in April as having 0 percent problems.
what kind of safeguards do we have in place to continue
e verify bills?

MS. SCHWARTZ: Every month we have a team
of acopuntants that reconcile the billing detail to the
prices on the Web. And they also reconcile the monthly
aporuals that we are preparing as to the billing
detail.

MR. WOLTERS: Your previous answer to me

gaid you brought in Arthur Andersen to look at some of

MES-272-28
April 2, 2002
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ot

your aggounting practices; is that correct?

2 MS. SCHWARTZ: We brought in Arthur

3 Andersen as loan staff, so they worked for us as

4 ageounting professionals.

5 MR. WOLTERS: Did they ask you to

% implement any type of accounting procedures or

b processes Lo address any of these types of concerns?
8 MS. SCHWARTZ: No, they did not. That

& was not their charge. They did not come in to provide

g
fe)

additional assurance or perform a, you know, an audit,

3i per se. They came in as loaned staff, and actually

F
hy

worked for our management, under our supervision, to

Fed
i

help identify transactions under Qwest Corporation's

14 affiliate transaction policies and procedures.

18 MR. WOLTERS: So the purpose was Lo
18 really find the transactions for Qwest.
17 MS. SCHWARTZ: To assist us in that

18 effort.

1e MR. WOLTERS: Once they found, say, the
x0 transactions that hadn't been billed on a monthly

a1 basis, they would point those cut to Qwest personnel,
22 and then Qwest personnel would bill those items?

2. MS. SCHWARTZ: In essence, we would

24 &0

1]

ure that we had the appropriate contract in place.

3
w1
-t
b
1]

had the appropriate descriptions in the serwvice;




that it wasn't covered under an existing work order and
task order already. So they assisted us in -- to
ensure that we had identified all services between she

BOC and the 272.



16

17

18

19

Diacket

rvenst

Exhibitz of My
Exhi

MR. SKLUZAK: May I ask, when werse thgss

activities -- what's the time frame? Say agais.  when

MS. BRUNSTING: T

period of approximately January 15th

Maroh
MR. SKLUZAK: So, betwsen the time frams

of September 2000 to January 15th, what 1f anvhbhing was

Tk

being accomplished as to QCC being a new section 472

affiliate?

MS. BRUNSTING: That is when the planni

period occurred in which, after the merger, Jws

I3
¥t
%
i

revisiting which affiliate they would intend t&

%R

forward with, as far as the 271 or 272 affiiian

T WO

be. We maintained the Qwest long distands

basically ramped it down. nd the planuing sffore foy

the fall of 2000 really accomplished orveating

recommendation as to what the 272 affiliare »- which



10

11

12

13

15

18

17

18

19

20

subsidiary would be identified and et

MR. WOLTERS: When was

decision made that QCC would be ths &

5
vE
et

P
=

affiliatce?

MS. BRUNSTING: Mid-Jag

MS. SCHWARTZ: This ramp

Qwest LD transactions, did that start

August or September of 0007

MS. BRUNSTING: &aftsr

basically. September 12th of XG08.

MR. STEESE: My, Sklusak, &

and we're bordering here on getting iate

information, and I have besan payin

closely, and 1 don't thimk we Hay

was significant discussion

latter month of the

continue utilizing QLD as ouy

significant discussion aps

was some ramp down, that dig

point a decision had been

MR. SHLUZRE:
letter that we wsrs going Lo

rhe multi-state last fall, a

rebuttal testimony was dus.

instance tha

¥
y
O
s
m

ided?



3]

10

11

12

13

14

15

16

17

18

19

20

21

yesterday. Tha firac

am assuming to pull rebustsl i

decided.

going to usse

GVen going to use a 4iffar

yesterday, it wasn':

continue to uge QLD.  And vy

anyone. Seo, at this prdne

Tequest to have ths wirkal

we might come back arped o

affiliate. ws Juse

belie'\/‘&, AL wa Hotifiay

September 13th isg L de

identified, but ehat's me

. FEYPF F A % g
MR, ZRLUSRY.

after that segue, [ weuld
that we Just got done
billing Problems, and nie

transition perisd. Howsvas |




[<8]

10

11

13

14

15

16

17

18

19

20

21

problems, and I would point te page 28 of my May stk
testimony, paragraph 58, No. €. Now, I could btalhs
around this -- this contains scme proprietary

informaticn, but I don't need to talk about She

%

proprietary. But, once again, this is

L

Wt L

"

i

internal policy is we'll bill per the Web pustad

rh

on a minimum quarterly basis,

that happening. Once again, divergence, noncompliane

with your own internal billing practices. oOnce Agaie,
that's paragraph 58, subpart C.

MS. SCHWARTZ: I would like to respond no
that. This would be subject Lo verification, but I

believe that this, again, is a situation whers the

was in dispute. It was accrued, However,

did accrue. However, in order to -- we did follow bhe
billing dispute provisions of the, I beliswve ir wisdn el

be the Master Service Agreement. Again, subisct wo

o

check.

So, would you agree, Mr. Skluzak,

extent that a transaction was accrued for -- booked snd
interest was accrued, that that is, in essence. bthe
same as billing?

MR. SKLUZAK: All I know is what I have
written here, and that the accounting also violates

Section 5 of the posted work order that mandates
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1 billing on a minimum quarterly basis. I didn't see
) that.
3 MS., SCHWARTZ: Right. I think that what
4 T indicated; that to the extent that there was a

dispute, we followed the dispute policies. But would
& you agree that if a transaction is booked or accrued,
¥

and there's interest accrued, to the extent it hasn’'t

B been paid, that that's the same as being paid in terms

pte)

of what's on the books? Would you agree with that?

s
£3

MR. SKLUZAK: No, it's not the same as

11 being paid. It's been booked. It's been charged.

12 MS. SCHWARTZ: So, what would be the
13 difference between -- from an accounting perspective if
14 you booked -- if you book the charge, and you accrued

1% rthe interest. What would be the difference?

18 MR. SKLUZAK: It hasn't been paid,
17 cnough, has it?

18 MS. SCHWARTZ: What would be the

19 difference?

20 MR. SKLUZAK: That would be accounts

4k receivable.
a2 MS. SCHWARTZ: Right. From the cash
23 perspective, to the extent that you accounted for the

24 interesst, then you end up in the same place, wouldn't

25 you?
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MR. SKLUZAK: No. I guess I don't see
whare you are going and how that applies to the fact
that you are not billing on a guarterly basis.
M8, SCHWARTZ: Right again. What I would
say is subject to check. To the extent that we
fpllowed the dispute policy, which is an exception to
the normal monthly or quarterly billing process, then
we followed the agreement, which would be contrary to
¥youy assertion.
MR. SKLUZAK: No. First of all, I guess
I am not tracking where you are going. All I can do is
state that I locked at this accounting transaction. I
do not see billing on a quarterly basis. I did not see

adherence, compliance to your own internal billing

procedures as per your Web-posted work order.
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Mn . WOLTERS: Let me just point out

173 of the Ameritech Michigan order. I

sye phal says a BOC cannot circumvent Section 272

spaments by transferring local sxchange access

seiss and capabilities to an affiliate. So,

aome concern that's what was happening here.

MR. STEESE: Ms. Brunsting, is that what

wad Bappening here?

MS . BRUNSTING: No, it's not. In a .

@imilar Fashion, that Qwest Long Distance, or QccC
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% - wibh OIT, the information technologies

Z for software development or for system

& design. And that previously Qwest Long

4 ceeracted and utilized Advanced Technologies

4. and it was a services development

to provide those services internally within

It was a specific project
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arei the way or the reason

1omkad at past FCC orders on

4 to a positive statement from the

of rates for exchange

and I wrote about that in

» and supplemental. And then in

%, AT&T Set 10, Data Request 105 and




Docket No TCO1-165

Qwest Corporation

Exhibits of Marie E. Schwartz
Exhibit MES-272-28

April 2, 2002
158
4 t do have a question to
& in your rebuttal
g sage 4.  You said, "Yes.
% whan and if QC does use
& sf itz own services,

amount 1t would

Hew, did you mean to

we'ye talking, yow know, three to

# horizon. And basically what we

p oawbtent that we did offer interLATA

impute acgess charges to

4 have policies and procedures to

goy, until 272 sunsets, QCC

ranes that everybody else

That 's oorrect.

and after it sunsets and QC

gervice, it will pay itself
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-~ 1 gueas to the

it wanted to offer
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sevrw 1 E wa ever

g

phy should be

fY, dnge again,

s off vrving
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diatanue bafore

Ay potics that vhig

gome pretty strong

e fz

Bt

=5

ipe oal) of chisn., And one

srate commissions

marketing éand

Owagt due thes

Yo are

wer date, been a

history, vou think

acl requirement for

e tooue Lz that I believe

L thay desm necessary,

vansd serutiny ag to joint

. you would acknowledge

Wwill not bhe required

vy know that for a

e T will brief that

MES-272-28
April 2, 2002
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ORay .

That's a pure legal question

%
% ik, I am golng to ask you a

g s phoutd deal with the last two

wie,  What AT&T has done is

3

ryansactions that they -- this

L

ehairs -~ ralse the suspicion about

ik about the Calling Card, about

and about, I guess, the other is Card -

doy you want to talk about each

t ehdink we can talk about them

Bould you agree?

WE. SWLUZAK: I do agree to that. And I

looking for a theme to these final

s thigs issuwes list, of 19 and 20, it's that

wghout my two pieces of testimony are

ations of the phrases, "paper promises do

west '3 burden, and the fact that the FCC

i

4

behavior of the BOC applicant

with Section 272"

{ theught it was important to bring

mistory of U S West, Qwest, Qwest LD, and
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e e e e i)
ME. HTEE

and here, when the examples

% apel T will use Puyers Advantage as an
£ poses of discussion, and Judy can
framae, When was Buyers

% M. HBRINETING: May '99,

i KB, BTEERE: Okay. May of 1993. A

LW years ago, certainly before

ions with (weat.. Qwegt and then -

fnte a r.'mi.atiimxs&hip that allowed Qwest

ganoe -- & leng distance provider,

1 yabe per minute, and for U S West to

provider., 1t was a business relationship.

3 Advantage, We made Buyers

There wag an injunctive suit brought by,

S0, wmaybe others as well, and I believe in

Waghington, having to do with this

i buginess plan. And both the FCC

eourt in Washington -- and again I

Waghington - both found that this

wrald be ipappropriate in light of Section

B oy

od I am summarizing a fairly detailed
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srmembeat ], but, ab that point in
i A Y d. 1 wmean, when you look

thers were gertain, we believe,

# mpts as to how certain things

The FCC hag continued to give

think that these past

une Corey's words, are anything of

el Dusinass practice, when you

onn 1ike this, to see where the

- begin,  And AT&T, I am sure,

duantage of that, to the extent

& pupfect example 1s ISP traffic and

ton around it, I mean there's been

fom around that, Legitimate minds can

nte mwan that you have bad actors.

viving to take advantage of the

that's provided to it.

G we gsee this as anything other than

15, and as soon ag the FCC gave

ovght elarified the issue, this --

cien were atopped.

LAIZAK: Ia the teaming

1-800 Calling Card
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FANGamEnt

+n Advantage

i vialation,

framg of

s illing Caxd :
v9f. Ik also

at: that time,

W West Loong

i in-region

chiat card,

wy, A

chrees parties

with the
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The card is actually

L8 «- there's another --

ts ewrrently in discussion,

# meieli ficationg that the FCC

shoas nodifications are being

i will be reissued.

I omean, this was a card

eey B in violation of Section

BEUNSTING: 'That's correct. That's

M TRV

"ere, what Mrs., Brunsting

B To oupe - Lo answer a question that

Ymabeme, " I just interpret the word

me negative pejorative thing, but

areumd it.  That was certainly the

Mg. Brunsting was describing,

BRIMBTING: Yes, I did. Thank you.

SRLIZAK:  Sgheme doesn't have to mean

at sprang to my mind,

1 did not want that

Thank you. And really, I

== and I will have to sit

re out how we'ye going to

o disoussion,
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Hrak itis golng to

really think

whathar you were

¢ ehis period, to me,

v Be briefed,  It's not

T think Mr. Sklugak's point

e we e using thege as just

Lispes in the fubure, but I

1 higse separately.

MES-272-2
April 2, 200
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That does raise one other

gan't ralge another issue. 1

whispsred in my ear. Yesterday there

ground what Mr, Skluzak refers to

copesa . And § orealize, Mr. Skluzak,

providing accounting details

wohariging factual environment. But it's

& auy view that the workshops are not only

gwang the past, but also see if there's

wig would or should change on a

4 bmwis that may aceommodate some of your

Engd one of the guestions you raised was

loyess on a long-term basis seems to you

fenal eguivalent easy way to get arxound

. B{3), excuse me. And Qwest

wou tdenvified some transactions we
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thay oredated the Qwest's --

cm . But, nonetheless, on

is prepared to implement a

i yelatey to -- between QC

nrEat be utiliZed on a 100

wi months out of any

that whis congern you have

tey o the work of the

oty W uged the 100 percent

atl, in some detail, there is

prample, that is -- falls

v tiny percentage of that

Lhe QEC, S0, that's the

wiy .  But we think that should

1 phat you have ralsed.

B84 &Ho, when we're going back

i

asmume that thav is going to be

waiting for acceptance.

Mz, Brunsting.

Yea. 'That policy will be

mting the loaning of

uf eneir time for over four
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merg Midyett

guprtify that we were

he progeedings

ehar we thereaftey

tn typaewritten form,

o

gonpasing the foregoing

sragoing official

g peogord of the

4 at Denver, Colorado

Harrist Wailgsenthal

Laty Turner

o

James Midyete




